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GeoResources, Inc. is a natural resources company engaged in three principal business segments - oil and gas exploration,
development and production; oil and gas driling; and leonardite mining and the manufacture of leonardite-based products.
GeoResources, Inc. is traded on the Nasdag SmallCap Market under the symbol “GEOQL.”

GeoResources has a substantial oil and gas exploration and production operation in the Williston Basin. This business segment
historically constitutes more than 70 percent of GeoResources’ revenue and earnings. In 2003, the Company produced an
average of 376 net equivalent barrels of oil per day from 141 productive wells located within 50 fields in North Dakota and
Montana. At December 31, 2003, GeoResources owned proved reserves of 2.5 million barrels of oil equivalent with an SEC value
of $21 million. Ninety-seven percent of those reserves are crude oil.

Due to the shortage of working drilling rigs in some portions of the Williston Basin, in late 2001 GeoResources elected to form a
subsidiary company, Western Star Drilling Company, and acquire a drilling rig for its own use and for contract drilling operations.
In September 2001, GeoResources purchased a drilling rig capable of drilling to 8,000 feet. After retrofitting was completed, the
rig was deployed:in the north central region of North Dakota.

In addition to its oil and gas activities, the Company operates a leonardite mine and processing plant at Williston, North Dakota.
At the Williston facility a distinctive type of oxidized lignite coal called leonardite is mined from leased reserves and processed
into several different specialty products. Those products include drilling mud additives for use in the il and natural gas drilling
industry and applications in metal working factories and in agriculture.

THE YEAR AT A GLANCE
(financial highlights in $000s except per share, production and reserve data) 2003 2002 2001 2000 1999
For the Year
Qil and Gas Revenues $ 3615 § 2980 § 3064 $ 4436 $ 2,689
Leonardite Revenues 822 727 1,152 889 873
Drilling 406 281 - - -
Total $ 4843 § 3988 § 4216 $§ 5325 § 3,562
Net Incame (Loss) § 447 8§ 91 § 2 $ 1415 § 482
Per Share $ 128 02 $ 0 s 36§ A2
At Year End
Working Capital (Deficit) $ (173) § 311§ (224) § 424 § 639
Total Assets $ 11584 § 9048 $ 8202 $§ 7450 $§ 7,329
Long-Term Debt $ 1599 ¢ 1910 § 1035 3 375 § 1610
Current Maturities $ 479 8 132 § 125§ 125 § 175
Stockholders’ Equity $ 5974 $ 5616 $ 5536 $ 5713 § 4,462
Production Statistics
Productive Wells (gross) 141 139 134 134 134
Qil (bbls) 135,865 140,468 149,916 165,156 182,356
Gas (mcf) 8,234 10,374 11,496 10,139 8,042
Leonardite (tons) 6,558 6,511 9,779 7,696 7,736
Proved Reserves At Year End
Oil (bbls) 2,458,000 2,487,000 2,098,000 2,487,000 2,566,000

Gas (mcf) 387,000 421,000 350,000 545,000 257,000




LETTER TO SHAREHOLDERS N | APRIL 14, 2004

GeoResources operates in three primary segments, oil and gas exploration and production, oil and gas drilling, and
leonardite mining and processing. During 2003 we accomplished the majority of our operational goals. Our financial ‘v
. performance was further augmented by substantially higher values for the commodities we produce in our oil and
gas segment.

In varying degrees the worldwide price of oil and gasis core to.all of our business segments.-An average annual NYMEX oil
price advancing from $14.43 per barrel in 1998 to $31.04 per barrel in 2003 benefited our financial performance and has
sparked a renewed fervor for the oil and gas industry, particularly independents in the US domestic “oil patch”. We realize
consumers, including our shareholders, benefited from low-priced gasoline during this period. But the substantially lower,
some would say ridiculously lower, oil prices of the late 1980's and 1990’s has contributed to the higher price “problem”
we see today, A $14.50 per barrel il price in 1998 adjusted for inflation back to 1975 is equivalent to $4.80 per barrel.
That compares to the real dollar price in 1975 of $12.82 per barrel. By the same token the $12.82 per barrel real price in
1975 translates to $44.50 per barre! in today's dollars. Suffice it to say that the oil and gas industry has been through a
tough 20-year period when oil prices did not justify capital expenditures to find new supplies. That lack of new supply has

- resulted in the current cycle of higher pnces that we believe may be sustained for some time

Our netincome was significantly impacted by higher commodity prices resulting ina391% increase over the prior year
to $447,000 or $0.12 per share compared $91,000 or $0.02 per share in 2002. We drilledtwo successful wells during
the year and completed numerous workovers, which offset most of our normal production decline. Annual production

. was down approximately 3% to 137,237 barrels of oil equivalent while year-end reserves were 2.5 million barrets of oil
- equivalent wrth an after tax SEC PV-10 value of $15 6 million.

We have budgeted $1 million for drilling and recompletlon projects in. 2004 and drilled our first well, a development well
in our Landa Field of Bottineau County, North Dakota in the first quarter The well appears to be productive from drilling
information and open hole logging data and we expect to begin completron operations soon.

More details of our operational and financial progress through 2003 a’re’presented in the pages of this Annual Report

to Shareholders. However, on a more personal level, | would like to remark on the retirement of Tom Neubauer at year-

end 2003. This is more than a bit nostalgic for me, as Mr. Neubauer and my father built GeoResources’ first leonardite
processing plant in 1964 when [ was merely 12 years old. Cash flow from that plant launched GeoResources into the

oil business that is its main business today. Tom is a true leader and he excelled at managing employees, customers,
suppliers and all he came in contact with for his entire 40-year career. We will miss Tom but we wish him all the best and ,
continued good health in hIS retirement;

We truly appreciate the: capabilities and dedication of all our employees We rely on our directors for their guidance and

advice. And finally, all of us at GeoResources, Inc. , thank you, ourshareholders for yourcontinued interest and investment
in the company s future:.- : : -

Sincerely, .

J. P (Jeff) Vickers, President




EXPLORATION& PRODUCTION o

Durrng 2003 we drilled oné productrve well in our South Starbuck Madison Unrt an exploratory dry hole in our Kramer prospect and one
productrve development well'in our Leonard Field all.in Bottineau County North Dakota.-GeoResources owns a 99% working interest in the

* South Starbuck Madison Unit well and 100% working interest in the remaining two wells. The Leonard Field well was initially completed late
in the fourth quarter. However we believe the well has substantrally greater productron potentral than current rates and we plan to apply some
strmulatron technigues to mcrease the wells productron in-2004. : ‘ ' :

, Our 2004 budget for drilling and workovers wiII, again be about $1 million as it was in 2003. Our first well for 2004 has already been drilled,
a productive development wellin our Landa Field. We have a75% working interest in the well. We plan to drill at least two more wells in
2004 from an rnventory ot projects that includes five proven undeveloped locations and two exploratory locations. The final selection of the
specific prorects will depend on the availability of our Western Star DnHrng Rig E-25, the availability of other drrllrng equipment, permitting and
other factors. ) .

In addition to our planned drilling for 2004, we expect to form another new unit for the purpose of secondary recovery by water-flood and
perform a significant amount of work- -Over and other remedrai work. ,

Average Daily Producnon

& Lonsoci M SweetO
B Heavy Sour 0 M ‘Gas (8OE)

. 0if and Gas Production . . ) - . Oiland Gas Revenug

4.4
165

Equiyalem Barrels (BOE) in thousands

S :
1939 2000 2001 1999. 2000 2001 2002 2003 ) ‘ 1999 2000 2001. 2002 2003 .
2003 . 2002
Qil Gas Oil = - Gas
. , (MBBL) (MMCF)  (MBBL) (MMCF)
. Proved Developed _ : R
Producing 1,605 44 1,548 70 -
Nonproducing 30 343 - 34 351 ‘ _ o
Proved Undeveloped. ‘ 823 -~ - - 905 - - : ) " Productive Wells*
: . i S ol .  Gas
TotalProved ~ -~ . - ' : Year Gross Net Gross Net
Reserves | 2458 387 2487 421 2003 - 115 - 8762 % 25.25
S o 2002 . - 113 8557. . 26 . 25.25
Total Proved o ST L 2001 - 108 80.13 26 25.25
Reserves (MBOE) -~ _ . 2523 - 2,557 2000 0 108 80.12 26 2575
: R o ‘ 1999 . 110 80.04 24 24.00
Future Cash Flow from : L o _ . . . : .
Proved Reserves (M$) - $ 37925 $ 34978 ' o " Producing Wells Service Wells
‘ : . : ‘ . Ot Gas
. Future Cash Flow ) .o = - Year - Gross Net Gross " Net . Gross Net
Discounted at 10% (M$) - = § 21444 . $ 19814 2003, 103 78.10 .0 000 - 1 M9
L B ‘ . . 2002, 107 79077 . 0 0.00 14 11,93
Standardized Measure -~ - ' g 2001 - 108 80.14 0 0.0 15 124
of Discounted Future - o S © 20000 107" 80.05 0 - 000 15 1241
0 0.00 15 12.39

Net Cash Flows (M$) b8 15567 ‘$ 14,458 -0 1998 107 78.99

' *Produr:ing wells and nonproducing wells deemed capaole of production.



OPERATING DATA - RIG E-25

Wester ’Star

L 2003 2002

Dr|"|ng Company Operating. Days 85 55 .
- ‘Operating Footage _ 20,122 20,476

Operating Revenue ~ $ 406,141 280,500
608,104 - 413,871

Total Revenue - - $

DRILLING

Our subsrdrary, Western Star Drlllrng Company, gives us rlg access to actlvely pursue drilling objectives whrle at the same-time

providing possible revenue from other operators’ projects. It also gives us more control over the timing of prolects and makes . ‘

our drilling operations more self-sufficient.

_ Our Rig E-25 is a well-built conventional “little double,” deslgned for shallow drilling with a 102-foot, 350,000-pound mast and
a 250,000-pound draw-works. The rig features a large, spacious, well-lighted doghouse that houses the drilling instrumentation
and tools. Some of the rig's safety features include a flush mounted “racking board” on the drilling floor. Several features of Rig
E-25, including a 14-foot substructure, make it suitable for drilling vertical wells to depths of less than 8,000 feet, horizontal
wells with' similar true vertical depths and for under-balanced horizontal drilling. ' '

During 2003, Rig £-25 was utilized to drill three wells for us and two wells for other operators. A rig is considered utilized when
it is operated or being moved, assembled, or dismantled under & contract. The optrmum utilization-of Rig E-25 woutd allow for
drrllrng approxrmately 20 wells per year of the type and depth that are typical in the shallower portions of the Williston Basin.

LEONARDITE

GeoResources, has selectrvely mined leonardite (otten loosely calied * lrgnrte "} from our own mine for the past 39 years. Qur

leonardite processing plant offers the petroleum industry the finest drilling fluid dispersants and viscosity control products in the world.

Our high-quality leonardite is marketed worldwide unider the trade names LEN-0X, LEN-ALK and numerou_s,private branded
products. We also manufacture specially blended llgnlte that is used in both'the oil and agricultural industries.

-LEN-OX (Regular Lignite) ' N o *LEN- ALK (Caustrcrzed ngnlte)

* - controls filtration - © e emulsifies eﬁectlvely

*  thing water based mud : o : «  provides stable and contamination-resistant oil-in-water
*  reduces water loss : - emulsions ~

« ' stabilizes oil-in-water emulation ' - « thins fresh and brackish water mud effectively

*  retains dispensing power of high hold temperatures ~«  gives mud excellent fluid loss properties

+  maintains surfactant quality in salt water ‘ .= controls filtration

. tolerates high temperatures and soluable contaminants

Leonardite Production - : Leonardite Revenue
98 - ' - 152

tons in thousands
$'s in thousands

1999 2000 2001 2002 2003 2000 200t 2002 2003




FINANCIAL PERFORMANCE

Stockhalders' Equity ) EBITDA-
' ' 2.42

5.97

ST s 56

§'s in millions
$'s inmillions

1999 2000 2001 2002 2003 o - 1999 " 2000 2001. 2002 2003
Totat Bank Dbt ' * Total Assets
) 11.58
£ £
E £
=N £
& &
1998 . 2000, 2001 2002 2003 . - ’ 1999° 2000 2001 2002 2003
) Debt to Equity - o ) T Net Income
' 340 o o
*®
-3 g
g =
e E
5 <l
2 &

1999 2000 2001 2002 2003 ’ . C 1999 ° 2000 2001 2002 2003




U. S. SECURITIES AND EXCHANGE COMMISSION
| Washington, D.C. 20549

.~ FORM IOQKSB
‘(Mark One). '
[X] Annual Report pursuant to Section’ 13 or 15(d) of the Secuntles Exchange Act of 1934 for the fiscal year ended
December 31, 2003.
[ ] Transition Report pursuant to Section 13 ot 15(d) of the Securmes Exchange Act of 1934 for the transition

- period from to |

Commission File Number - 0-8041

.Colorado - o C | R ‘ . 84-0505444

(State or other jurisdiction ‘ - A ; B . : (I.R.S. Employer
of incorporation or organization . o . . . Identification No.)
1407 West Dakota Parkway, Suite 1-B : o : o 58801

Williston, North Dakota T oL S DR -(Zip Code)

‘(Address‘of Principal executive offices)

(Issuer s telephone aumber mcludmg area code) - L : (701) 572-2020
Securities registered pursuant to Section 12(b) of the Act: None '

Securities registered pursuant to Section 12 (g) of the Act: Common Stock, par value $0.01

Check whether the Issuer (1) filed all repotts'required to be filed by Section 13 or 15(d) of the Exchange Act during
the past 12 months (or for such shorter period that the Issuer was required to file such reports), and (2) has been
' sub]ect to such filing reqmrements for the past 90 days Yes [X] No[ ] v

Check if thete is no disclosure of delinquent ﬁlers in response to Icem 405 of Regulatiori S-B is not contaiﬁed in this
form, and no disclosure will be contained, to the best of registrant’s knowledge in definitive proxy or information
statements incorporated by reference in Part III of this Form’ leKSB or any ameéndment to this Form 10-KSB.

X]

Issuer’s revenues for its most recent fiscal year. $4,842,952

The aggregate market value of the voung and non-voting common equity computed by reference to the average bid and
ask price of such common equity held by nonaffiliates as of March 15, 2004, was approximately. $6,557,427.

Shares of $0.01 par value Common .St.ock' outstahdihg‘a‘t March 15,'2004: 3,723,977 |



PART L.

ITEM 1. DESCRIPTION OF BUSINESS

General Development of Business.

GeoResources, Inc. is a natural resources company engaged in three principal business segments: 1) oil and gas
. exploration, development and production; 2) oil and gas drilling; and 3) mining of leonardite (oxidized lignite coal)
and manufacturing of leonardite based products which are sold primarily as oil and gas drilling mud additives. We
were incorporated under Colorado law in 1958 and were originally engaged in uranium mining. We built our first
leonardite processmg plarit in 1964 in-Williston, North Dakota, and began participating in oil and gas exploration
and producuon in 1969, In 1982, we completed construction of a larger leonardite processing plant in Williston
that is in use today. We purchased our oil and gas drilling rig in 2001 and formed a subsidiary for drilling operations
in 2002. Financial ‘information about our three operating segments is presented in Note B to the F1nanc1al
Statements in Item 7 of this report.

, Information contained in this Form 10-KSB contains forward-looking statements within the meaning of the
P‘rivate Securities Litigation Reform Act of 1995 which can be identified by the use of words such as “may,” “will,”
“expect,” “anticipate,” “estimate” or “continue,” or variations of these words or comparable terminology. In

addition, all statements other than statements of historical facts- that address activities, events or developments that

- we expect, believe or annc1pate will or may occur in the future and other such matters, are forward -looking

statements.

Our future results may vary materially from those anticipated by management and may be affected by various
trends and factors which are beyond our control. Please review some of the more significant nsks we face under -
the heading “Rlsk Factors” presented at the end of this item. ‘

Oil and Gas Exn‘loration. Develonment and Production

Our oil and gas exploratlon and producnon efforts are concentrated on o1l propernes in the North Dakota and
Montana portions of the Williston Basin. We typically generate prospects for our own explo1tatlon but when we
believe a prospect may have substantial risk or cost, we may attempt to raise all or a portion of the funds necessary

for exploration or ‘development through farmouts, joint ventures, or other similar types of cost- sharing

arrangements. The amount of interest retained by us in a cost-sharing arrangement varies w1dely and depends upon
_, many factors, including the exploratory costs and the risks mvolved

- In addition to onglnatlng our Own prospects, we occaslonally participate in exploratory and development
prospects originated by other individuals and companies. We also evaluate interests. in various proved propertles to
acqutre for further operation and/or development.- '

As of December 31 2003, we had developed oil and gas leases covenng- approxirnately 15 ,600 ‘net acres in
Montana and North Dakota and during 2003 sold an average 376 net equivalent barrels of oil per day from 141
gross (113 net) producnve wells located pr1rnar1ly in North Dakota.. :

We sell our crude oil and natural gas to purchasers with facilities located near our Wells




QOil and Gas D'r'illing

Due to a shortage of working drilling rigs we believe exists in some portions of the Williston Basin area, we -
elected to form a subsidiary company to own and operate a rig for our own use and for contract drilling operations.
In September 2001, we purchased a drlﬂmg rig capable of drilling to 8,000 feet. After retrofitting, the rig was
deployed in the north central region of North Dakota. In January 2002, our sub51diafy company, Western Star
Drilling Company (“WSDC”), was incorporated. We transferred the rig and all related equipment to WSDC in
exchange for 100% of WSDC’s outstanding stock. WSDC’s rig consists of engines, drawworks, a mast, pumps,
blowout preventers, a drillstring, and related equipment. From time to time, the rig will be used to drill our

prospects; however, WSDC will also contract with other entities to drill their wells. We believe that the ownership
~of WSDC will accelerate the development of our leasehold acreage while providing an additional revenue stream
through contract drilling. :

WSDC provides the rig, eqmpment and personnel on a contract ba51s The dn]hng contracts are obtained
through competitive blddmg or as a result of negotiations with customers. To date, all of the dnllmg contracts have -
been performed on a “daywork” basis, under which a fixed rate is charged per day, with the price determined by the
location, depth; and complexity of the well to be drilled, operating conditions and the competitive forces of the
market. In most instances, contracts provide for additional payments for mobilization and. demobilization of the

rig.

‘ Mim'_ng and Manuchtﬁting of Léo’nardite Products

We operate a leonardite mine and processing plant in Williston, North Dakota. Leonardite is mined from
leased reserves and processed to make a basic product that can be sold as is, or blended with other substances to
make several different powdered spec1alty products which are used primarily in the oil well drilling mud industry.
Leonardite products act as a dispersant or thinner and provide filtration control when used as an additive in drilling
muds. Leonardlte is also sold by us for use in metal Workmg foundnes and in agncultutal applications.

In 2003, our -leohardite products were sold primarily to dril]ing mud companies located in coastal areas of the
Gulf of Mexico.. Demand for our plant’s output is"governed mainly by the level of oil and gas. drilling activities,

" particularly in the gulf coast area, both onshore and offshore. Drilling activity has remained at relatively low levels

for periods of time durmg the past several years ‘We have no 51gn1ﬁcant leonardite supply contracts with individual
customers. | : .

Status of Products, Services or Industry Segments in Development

We own-all the stock of Western Star Drilling Company (“WSDC”), a North Dakota corporation formed to
provide contract oil and gas' well drilling services. WSDC’s drilling equipment can be expanded to allow a greater
realm of project and drilling technology capabihtles We may devote resources to this segment if warranted by
economic condmons in the drilling industry. S - ‘

We own 85% of the voting stock of Belmont Natural Resource Company, Inc. (“BNRC”) a Washmgton
~ corporation formed for-the purpose of exploiting natural gas opportunities in the Pacific Northwest. BNRC owns
oil and gas leases covering 3,273 gross acres (2,804 net) on a gas prospect in the State of Washington. We do not
expect to devote any substantlal resources on thls prospect in 2004. '

- We also own land under seven paténted mining claims in Anzona, as well as a minor amount of geothermal and
other mineral rights in Oregon. We do not expect 'to devote any substantial resources to hard mineral or
geothermal exploration or development in 2004, however we do anticipate the Anzona property will begin actual
commercial rock production in 2004 under a lease agreement. (See Item 2)




Sources and Availability of Réw\Materials dnd Leases -

* Maintaining sufficient leasehold mineral interests for oil and gas exploration and development is a primary
-continuirig need in the oil and gas business. We believe that our current undeveloped acreage is sufficient to meet
out presendy foreseeable oil and gas. leasehold needs. Maintaining sufficient leasehold mineral interests for
~ leonardite mining is also a continuing need for our mining and manufacturing of leonardite - products. We believe
the leonardlte held under our current leases is sufﬁc1ent to mamtam our present output for many years. (See Item 2)

. Major CuStomers ‘

In 2003 we sold our crude oil to 18 purchasers Plams Marketmg Canada L.P. and Flint Hills Resources were
~ the major purchasers accounting for approximately 49% and 38%, respectively, of our oil and gas revenue in 2003
or approximately 36% and 28%, respectively, of our total operating revenue. We believe there are other crude oil -
purchasers to whom' we would be able to sell our orl 1f any of our current purchasers dlscontmued purchasing from
us.

In 2003, we sold leonardite products to 39 customers. The largest customer in 2003 for leonardite products
made purchases totaling 30% of our mining- and manufacturing revenue of approxrmately 5% of our total operating

. revenue.

In 2003 ‘'WSDC had two customers. The largest customer accounted for approxrmately 78% of our drﬂhng .
revenue or approxrmately 7% of our total operatmg revenue.

Backlog Orders, Research and Develonment

We do not have any material long-term or short-term contracts to supply leonardlte products All orders are
- reasonably expected to be filled within three weeks of receipt. From time to time, we enter into short-term
contracts to deliver any quantities of oil or gas; however, no_significant backlog exists. Our oil and gas division
order contracts and any off-lease-marketing arrangements are typical of those in the industry with 30 to 90 day
cancellation notice provisions. They generally do not require long-term delivery of fixed quantities of oil or gas.
We have not spent any material time or funds on research and developrnent and do not expect to-do so in the
: foreseeable future. :

'Competition

, Oil and Gas In addition to being highly speculative, the oil and gas business is intensely competitive among
the many independent operators and major oil companies in the industry. Many competitors possess financial
resources and technical facilities greater than those available to us and they may, therefore, be able to pay more for
desirable properties or to find more potennally productive prospects. However, we believe we have the ability to
‘ obtam Ieasehold interests Wthh will be sufﬁc1ent to meet our oil and gas needs in the foreseeable future

Leonardite Products Uses and specifications of leonardite- based dnlhng mud addmves are subject to change -
if better. products are found.. Our leonardite products compete with leonardite and non-leonardite products used as
additives in numerous types of drrllmg mud. In addition, leonardite deposits are available in other areas within the
United States, and competitors may be able to enter the leonardlte business with relative ease. At the present time,
similar products are marketed by other companies who mine, process and market leonardite products. Competition

lies primarily in delivery time, transportation costs, quality of the product, performance of the product when used in




drilling mud and access to high- quallty leonardlte dep051ts In addmon higher fuel prices can 51gmﬁcantly affect
our leonardite operanons because our processmg is located in a colder chmate

Cont_ract Drilling The contract drﬂ]ing’business_ is hi’ghly' competitive. Contract drilling competition involves
price, rig availability and capability, rig condition, reputation, customer relations and many other factors. However,
we believe there is a current shortage of drilling rigs available in shallow drilling areas of the Williston Basin.

Contract drilling and oil and natural gas activities are subject to a number of risks and hazards. These could
cause serious injury or death to persons, suspension of drilling operations, serious damage to equipment or property
of others, and damage to producing formations in surrounding areas. Our operations could also cause
environmental damage, particularly through oil spills, gas leaks, discharges of toxic gases or extensive uncontrolled
fires. In addition, we could become subject to liability for reservoir damages. The occurrence ofa significant event,
mcludmg pollution or environmental damage, could materially affect our operations and financial condition. We
believe we -are adequately insured or indemnified against normal and foreseeable tisks in our operations in
accordance with industry standards. However, such insurance or iridemnification may not be adequate to protect us
against liability from all consequences of well disasters, extensive fire damdge or damage to the environment.
Likewise, we cannot assure that we will be able to. maintain adequate insurance in the future at reasonable rates or
" that any particular types of coverage will be avallable ‘

Environmental Regiations

~

~ All of our operatidns are generally -subject’ to numerous stringent federal, state and local environmental
regulations under various acts including the Comprehensive Environmental Response, Compensation and Liability
Act; the Federal Water Pollution Control Act; and the Resources Conservauon and Recovery Act

For example, our oil and gas business segment is affected by diverse environmerital regulations including those
regarding the disposal of produced oilfield brines,-other oil-related wastes, and wastes not directly related to oil and
" .gas production. Additional regulations.exist regarding the containment and handling of crude oil as well as
prevénting the release of oil into the environment and a number of others. It is not possible to estimate future
environmental compliance costs due in part to the uncertainty of continually changing environmental initiatives. -
While future environmental costs can be expected to be significant to the entire oil and gas industry, we do not
believe our costs would be any more of a relative financial burden than those of our peers and that environmental
compliance costs will be recovered in the marketplace. During 2003. and 2002, environmental compliance costs
identified to an actual account were $5,470 and $4,230, respectively. However, that is materially less than the real-
costs, because compliance costs are complex and difficult to differentiate in a system of invoicing.

"Our leonardite mining and processing segment is also subject to an abundant number of federal, state and local
environmental regulations, particularly those concerned with air contaminant emission levels of our processing plant
and mine permit and reclamation regulations pertammg to surface rmmng at our leonardite mine. We believe that
maintenance of acceptable air contaminant emission levels at our processing plant could become more costly in the
future if plant production increases substantially above levels experienced over the past several years. Management
‘believes significantly higher plant utilization would increase emission levels and could make it necessary to replace -
or upgrade air quality control equipment. Environmental complianice costs that might be required to upgrade air
quality control equipment cannot be reasonably estimated because future regulatory requirements are unknown,

Foreign Operations and Export Sales

We have no producnon facilities or- operauons in forelgn countries but may export to Mex1co Some of our
leonardite products are sold to- dJstrlbutors in the United States who in turn export these products.




Eﬁlplbyeee
N At March 15, 2004, \_ve employed 12 persons\onla full-time basis, including ouf,efﬁcers.’ None-'of'our
. employees are represented by unions. We consider our relationships with our employees to be excellent:

‘Risk Factors
“Our operations are subject to a variety of risks, including the following:
We must successfully acquire or develop additional reserves of oil and gas.

Our future prodﬁction of ‘oil and gas is highly dependent upon our level of success in acquiring or finding .
‘additional reserves. The rate of production from our oil and gas properties generally decreases ‘as reserves are
_depleted. We compete with a number of exploration and production companies that possess greater financial
resources than are available to us. We may not be able to economically compete for-oil and gas properties due to a
lack of capital and mablhty to obtain adequate financing which may be required to fund property acqmsmons To
the extent ﬁnancmg is obtained, it may not be on terms beneﬁc1al to our stockholders.

A ‘substantial or extended decline in oil and natural gas ‘pi'ices may adversely affect our business,
financial condition ot results of operauons and our ability to meet our capital expenthure obligations and
financial commitments. ) : o . :

The price we receive for our oil'and natural gas production heavily influences our revenue, proﬁtabi]jty, access
_ to capital and future rate of growth. Oil and natural gas are commodities and; therefore, their prices are subject to
‘wide fluctuations in response to relatively minor changes in supply and demand. Historically, the markets for oil
-and natural gas have been volatile. These markets will likely continue to be volatile in the future. The prices we
receive for our. production, and the levels of our production, depend on numerous factors beyond our control.
These factors mclude but are not limited to, the followmg ‘ :




- changes in global supply and demand for oil and natural &
. the actions of the Organlzatlon of Petroleum Expomng Countries, or OPEC
- the price and quantity of imports of foreign oil and natural 'gas;
- political conditions, including embargoes, in or affecting other oil-producing activity;
- the level of global oil and naturé.l gas exploration and production activity;
- the level of global oil and natural gas inventories;
- weather conditions;
- technological advances affeeting energy consumption; and
- ‘ the price and‘availébility' of alternative fuels.

Lower oil and natural gas pnces may not only decrease our revenues on 2 per unit basis, but also may reduce the
amount of oil and natural gas that we can produce economically. Lower prices will also negatively impact the value
of our proved reserves. A substantial or extended decline in oil or natural gas prices may materially and adversely
affect our future business, ﬁnancml condition, results of operanons liquidity or ability to finance planned capltal
expenditures.

We face sigm’l‘icant competition. -

We operate in.a highly competitive environment. We e'ompete with major integrated and 'independent oil and
gas companies for the acquisiion of desirable oil and gas properties and leases, for the equipment and labor
required to develop and operate such properties, and in the marketing of oil and gas to end-users. Many of our
competitors have financial and other resources substantially greater than us. In addition, many of our larger

- competitors may be better able to respond to factors that affect the demand for oil and natural gas production, such
as changes in wotldwide oil and natural gas prices and levels of production, the cost and availability of alternative
fuels and the application of government regulations. We also compete in attracting and retaining technical
personnel, including geologists, geophysicists and other specialists. :

We also face the same competitive matters discussed above With respect to our leonardite operations.

Our reported reserves of oil and gas represent estimates which may vary materially over time due to
- many factors.. '

. Generally. Our estimated reserves may be sub]ect to downward revision based upon future production, results of
future development, prevailing oil and gas prices, operating and development costs and other factors. There are
numerous uncertaintes and uncontrollable factors inherent in:

- ‘estimating quantities of oil and gas reserves,
- projecting future rates of production, and

- timing of development expenditures.'

In addmon the estimates of future net cash flows from our proved reserves and the present value of such
reserves are based upon various assumptions about future production levels, prices and costs that may prove to be
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incorrect over time. Any significant variance from the assumptions could result in material differences in the actual
quantity of our reserves and amount of estimated futuré net cash flows from our estimated oil and gas reserves.

Proved Reserves; Ceiling Test. A deterioration of oil or gas prices could result in our'recording a non-cash charge to
earnings at the end of a qquarter or year. Our proved feserve estimates aré based upon an mdependent analysis of
our oil and gas properties and are subject to rules set by the SEC. We periodically review the carrying value of our
oil and gas properties under the full cost accounting tules of the SEC. Under these rules, capitalized costs of oil and -
gas properties may not exceed the present value of estimated future net cash flows from proved reserves,
discounted at 10%, plus the lower of cost or fair market value of unproved properties as adjusted for related tax
effects. At the end of each quarter, the test is applied using unescalated prices in effect at the applicable time and
may result in a write-down if the “ceiling” is exceeded, even if prices decline for only a short period of time. We
have made write downs of the carrying value of our 011 and gas properties on our financial statements in the past -
due to low prices, and may do so in the future

Any hedgmg activities we engage in. may prevent us from reahzmg the beneﬁts in 011 or gas price

. increases.

To the extent ‘that we engage in hedging activities, we may be prevented from realizing the beneﬁts of price
increases above the levels of the hedges during certain time periods. From time to time, we have engaged in hedging
activities with respect to some of our pro]ected oil and gas production through financial arrangements designed to
protect against price declines, such as swaps, collars and. futures agreements. We currently are not a party to any
“hedging contracts but may engage in hedgmg in the future. -

Drilling for and produeing oil and' natural gas are high-risk activities with many uncertainties that
could adversely affect our busihess, ﬁnancial condjtion or results of operations.

Our future success will depend on the success of our explorcanon exploratlon development and production
activities. Our oil and natural ‘gas exploration and production activities are sub)ect to numerous risks beyond out
control, including the risk that drilling will ‘not result in commercially viable oil or natutal gas producnon Our
decisions to purchase, explore, develop or otherwise exploit prospects or properties will depend in part on the

- evaluation of data obtained through geophysical and geological analyses, production data and engineering studies,
the results of which are often inconclusive or subject to varying interpretations. Our cost of drilling, completing
and operating wells is often uncertain before drilling commences. Overruns in budgeted expenditures are common
risks that can make a particular pro]ect uneconomical. Further, many factors may curtail, delay or cancel drilling,

‘ mcludmg the followmg




- delays imposed by or resulting from corriplianee with regelatory requirements;
- Preseure er irregularities in_ geologicali foemations; |
- .shorteges of or delays in dbeaining eqﬁipmen; and qué.liﬁed personhel;
- equipment failures or accielents; - C . B ' S
- adverse weathef eonditjons;‘_
- reauctions in oil and natefal gas priees;\
- title‘ p_rc')biems; gnd
- linlitatiens in ‘the market for oil and eamxal gas.

We may incur substantial losses and be subject to substantial hablhty clalms as a result of our oil and’
natural gas operations.

We are not insured‘against all risks. Losses and liabilities arising from uninsured and underinsured events could
materially and adversely affect our business, financial condition or results of operations. Our oil and natural gas
exploration and production activities are sub)ect to all of the operating risks associated with drilling for and

: producmg oil and natural gas, mcludmg the p0551b1hty of: - '

- environmental hazards, such as »uncontrollable flows of oil, natural gas, brine, well fluids, toxic other
pollution into the environment, including groundwater and shoreline contamination;

- abnofmally p‘ressuredfforkma.ﬁions; :

- mecham'c?.l djfﬁculdee, such as stuck eﬂ‘ field deﬂling and sei'vice toois aed casing collapse; .
- fxres and explosions;

: personal irvljburies‘and dea{th; and

- natural disasters.

Any of these risks could adversely affect our ablhty to conduct operauons or result in substantial losses to our
company. We may -elect not to obtain insurance, if we believe that the cost of available insurance is excessive
relative to.the risks presented. In addition, pollution and énvironmental risks generally are not fully insurable. If a
significant accident or other event occurs and is not fully covered by insurance; then it could adversely affect us.

We face extensive government regulation, which can negatively impact the success of our operations
and financial success.

The oil and gas and mining 1ndustr1es are extenswely regulated by federal state and local authorities. Legislation
and regulations affecting the industry are under constant review for amendment or expansion, raising the possibility
of changes that may affect, among other things, the pricing or marketmg of our oil, gas and leonardite production.
Substantial penalties may be assessed for noncompliance with various applicable statutes and regulations, and the
overall regulatory burden on the industry increases its cost of doing business and, in turn, decreases its profitability.
State and local authorities regulate various aspects of oil and gas drilling and production activities, including the
drilling of wells (through permit and bonding requirements), the spacing of wells, the unitization or pooling of oil
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-

~and gas properties, environmental matters, safety standards, the shanng of markets, productlon hmltatlons plugging
- and abandonment, and restoration. : : :

We are dependent upon the sérvices of our Chlef Executlve Officer.
.- We are highly dependent on the services of our Chief Execunve Officer jeffrey P. Vickers. We do not have an

employment agreement with Mr. Vickers, nor do we carry any key man hfe insurance on Mr. Vickers. The loss of
~ his services would hkely negatively i nnpact our operatlons .

ITEM 2. PROPERTIES

-Our properties consist of five main categories: Office; oil and'gés exploration and production, oil and gas
drilling rig, leonardite plant and mine, and our Reymert property. Certain of these properties are mortgaged to our
bank. See Note E to the Consolidated Financial Statements included herein under Item 7 for further information.

Office

We own an 18, 1000 square foot office buﬂchng, which is located on a one-acre lot in Williston, North Dakota.
We use about 9,000 square feet of the building and rent the remainder to unafﬁhated bus1nesses

Oil and Gas Exploration and Production

.We own develOped oil and gas leases totaﬁng 20,099 gtoss (1 5,554 net) acres as of December 31, 2003, plus
‘associated production equipment. We also own a number of undeveloped oil and gas leases. The acreage and other
additional information concerning our oil and gas operations are presented in the - following tables.

Estimated Net Quantities of Oil and Gas and Standardized Measure of Future Net Cash Flows All of
our oil and gas reserves are located in the United States. Unaudited information concerning the estimated net
quantities of all of our proved reserves and the standardized measure of future net cash flows from the reserves is
presented in Note M to the Consolidated, Financial Statements. The estimates -are based upon the report of
Broschat Engineering and Management Services, an independent petroleum-engineering firm in Williston, North
Dakota. We have no long-term supply-or similar agreements with forelgn governments or authorities, and we do
"- not own an intetest in any reserves accounted for by the equlty method.
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Net Oil and Gas Production, Average Pnce and Avera.ge Production Cost The net quantltles of oil and

gas produced and sold by us for each of the last three fiscal ye years, the average sales price per unit sold and the
average productlon cost per unit are presented below.

Oﬂ&Gas '
| o ' AVERAGE ~ AVERAGE

NET NET NET ~  OIL GAS AVERAGE

COIL  GAS OIL & GAS SALES  SALES PROD.

| PROD. PROD. ~ PROD. ~  PRICE PRICE COST PER
YEAR ~ (BBLS) - (MCH - (BOE* = PERBBL = PERMCF BOE**
2003 135865 - 8234 - 137237 $2642 $ 3.06 $13.02
2002 140468 . 10374 142197 ©  $2110  §1.51 $11.39
2000 149916 11496 151,832 §2025 $240  $1223

*Barrels of oil eqmva.lent have been calculated on the ba31s of six thousand cublc feet (6 MCF) of natural gas equal
to one barrel of oil equivalent (1 BOE).

**Average producuon cost mcludes hftmg costs, remedlal workover expenses and producuon taxes.

Gross and Net Productive Wells As of December 31, 20()3 our total gross and net productive wells were as -
follows: - ‘

' Pfodqctive Wells* ‘

oL . L SGAS .. . TOTAL
GROSS  .NET WELLS . GROSS. NETWELLS -  GROSS  NET WELLS
115 87.62 ©26. . 2525 141 11287

*There are no wells with mUIUple completions. A gross well is Well in which a Workmg interest is owned. The
number of net wells represents the sum of fractional working interests we own in 0 gross wells. - Producuve wells are”
producing wells plus shut-in: Wells we deem capable of production.
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Gross and Net Developed and Undevelooed Actes As of December 31, 2.0034 we had total gross and net
developed and undéeveloped oil and gas leasehold acres as set forth below. The developed acreage is stated on the
basis of spacmg units designated by state regulatory authormes

- Leasehold Acreagef‘f .
 DEVELOPED ~ UNDEVELOPED TOTAL. |
GROSS.  NET . GROSS ~ NET ~  GROSS '  .NET
 Montana - 9320 7666 31733 32479 41053 - 40,145
‘NorthDakora - 10,779 . 72888 58,613 28704 . 69,392 1 36,592
Washingon 0 0 - 3273 . 2804 - 3273 2804
ALLSTATES | 20099 15554 93619 63987 ~ ___113718  __ 79541

*Gross actes are those acres in which a workmg intetest is. owned The number of net acres represents the sum of
fractional worklng interests we own in gross acres. ; :

Explotatory Wells and Development Wells Set forth below for the last three fiscal years ended December
31, 2003, is mforrnanon concermng the number of wells we dnlled during the years indicated.

NETEXPLORATORY .  NET DEVELOPMENT -  TOTAL NETPRODUCTIVE

YEAR = WELLSDRILLED - .WELLSDRILLED  ORDRY.WELLS DRILLED
PRODUCTIVE DRY  PRODUCTIVE: DRY'
2003 000 0 . 100 199 000 - 299
2002 000 . 000 299 . 0.00 299

2000 - 000 000 000 - 000 000

Present Activities At March 15, 2004, we did not have any wells in the process of drilling, but we had two
approved drilling ‘permits, and the Western Star Drilling Company Rig E25 had been transported to our first
location ready to begin drilling about the first week of April. This first well for 2004 is a development well in our
Landa Field. For more 1nforrnat10n on our drilling plans, see Management s Dlscussmn

Supply Contracts or Agreements We are not obligated to provide a fixed or determinable quantity of oil and
gas in the future under any existing contract or agreement, beyond the short-term contracts customary in division
orders and off lease marketing arranigements within the industry. '
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Reserve Estimates Fﬂed w1th Agenmes Informanon concerning the Company s esnmated proved oil and
gas reserves and discounted future net cash flows applicable thereto for fiscal 2003, 2002 and 2001 is included as

unaudited information in'Note M to the Consolidated Financial Statements under Item 7 of this report.. In 1999,
information concerning portions of the Company s esnmated proved oil and gas reserves was provided to the U.S.
Department of Energy for fiscal 1998.

Oil and Gas Dnlhng ng Dunng 2001 we purchased and tetro- ﬁtted a drrlhng rig and ded1cated ittoa
subsidiary company so it-would be available to drill wells for us and other operators. WSDC’s Rig designated E25 is
‘capable of depths to 8,000 feet. Three of its primary components are a Drilling Structures Inc. mast rated at a
350,000 pound hook load, an Emsco GB-250 drawworks and an Emsco D-375 mud pump. It is our expectation
that this rig will only be utilized to drill Wells located in the Umted States pomon of the \X/ﬂhston Basin.

During 2003 the rig was utlllzed to dnll three wells ‘for. us and two wells for other operators. A rig is
* .considered to be utilized when it is operated or being moved, assembled, or dismantled under contract. The
optimum utilization of the WSDC rig is the drilling of ‘approxirnately 20 wells per year of the type and depth that
are typical in the shallower portions of the “Williston Basm More 1nforrnat10n of WSDC’s dnllmg operations is
'mcluded in Management s Discussion. :

Leonatrdite Plant and Mine :

The site of our leonardite plant covers about nine acres located one mile east of Williston in Williams County, -
North Dakota. We own this site and an additional 20 actes of undeveloped property. - The plant has approximately
11,500 square feet of floor area consisting of warehousmg and processing space. Within the plant is equipment that
was, at one time, able to process and ship approxtmately 3,000 tons of leonardite products per month. Presently,

“we feel that 2,000 tons of product per month, running 24 hours a day, five days a week, is a more realistic number.
The lower capacity is due to several factors including operaung with older equipment, maintaining better quality

control for our products and meeting the EPA standards. for our industry. There are also several factors that affect

our sales with the biggest factor probably being competition. Plants that have been built which are more centrally
located can ship their product less expensively than we: can. Finished product leonardrte sales for the past three
years are shown below. :

FINISHED = ~ AVERAGE

~ R .. PRODUCTS - SALES PRICE

. YEAR - - (TONS) PER TON
2003 . 6358 B §125.38
2002 Y R $111.64

2000 . ey  $117.83

Our leonardite mining propertles consist of a developed lease from pnvate parnes and one undeveloped lease
from the United States Department of the Interior, Bureau of Land Management. The leased land is located about
one mile from our plant site in Williams County, North Dakota. The pfivate- party (fce) lease totals approximately
160 acres and requires a royalty payment per ton scaled to the Producer Price Index, which was approximately $0.75 -
for the past three years. The federal lease from the Bureau of Land Management (BLM) covers 320 undeveloped -
acres and requires 2 minimum royalty of $3.00 per acre or production royalty of 12.5% of value extracted. In 1994,
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we formed a 240-acre logical rmnrng unit (LMU) in accordance with BLM regulations, con51st1ng of 80 acres of the
fee lease and- 160 acres of the BLM lease. This LMU allows current operations on the fee lease to satisfy diligent
development and other requirements for 160 acres of the BLM lease. We believe that the leonardite contained in
the 240-acre LMU is sufficient to supply our plant’s raw material requirements for many years and that before these
' reserves were to be exhausted we would be able to acquire other fee or federal coal leases in the same area;

. Reymert Property - -

‘ We own seven patented mining claims and 15 unpatented mining claims in the Tonto National Forest in Pinal
County, Arizona. These claims, known-as the Reymert Property, produced silver sporadically since the 1880’s: -On
May 1, 2002, we entered into a License Agreement-Lease Agreement with Gila Rock Products ,LLC. (“GRP”),an
Arlzona Limited Liability Corporation. GRP plans to use this property for producing and marketing decorative
rock, boulders, riprap, road-base material and similar commercial rock products. We receive a 10% royalty of gross,
selling prices on all rock products produced and sold from the property or 2 minimum royalty of $250 per month.
' We have no plans to devote significant financial resources to this property in 2004; however, we expect the property
to emerge from a hcensrng and perrmttlng phase and begin- actual production in 2004.

_ ITEM 3. LEGAL PROCEEDINGS s

We are a defendant in a bankruptcy case Wlth respect toa preference claum brought on November 8, 2002, in
" the United States Bankruptcy Court, Southern District of Texas, Houston Division (adversary proceedmg number
© 02-03827, In Re: Ramba, Inc., Lowell T. Cage, Trustee v. GeoResources, Inc.) The bankruptcy trustee of a fofmer
leonardite customer, Ambar, Inc (n/k/a Ramba, Inc) has sued us for approxrmately $139 000 in an amended
preference claim in Bankruptcy Court. . Our defense. has been vigorous, and the District Court is presently
considering our Motion for Summary Judgment. See Note I to the Consolidated Financial Statements included
+ herein under Item 7 for further informétion. : ' o SR ' ’ '

Except as dlscussed herein, we are not a party, nor are any of our properues subject, to any pendmg material
legal proceedmgs We know of no legal. proceedlngs contemplated or threatened agalnst us.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

Dunng the fourth quarter of 2003 no matter was subrmtted to a vote of our securlty holders through the
solicitation of proxies or otherwrse :
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PARTII

ITEM 5. MARKET FOR REGISTRANT’S COMMON Eg 2UITY AND RELATED STOCKHOLDER
' MATTERS

~ Our Common Stock trades on the Nasdaq SmaHCap Stock Market under the Symbol “GEOI”. The followmg

table sets forth for the period indicated the lowest and highest trade ‘prices for our Common Stock as reported by
the Nasdaq SmallCap Stock Market.. These trade prices may ‘represent prices between dealers and do not include
retail markups, markdowns Or commissions.

TRADE PRICE
CALENDAR © -~ HIGHEST = - LOWEST
2003+ 4thQuarter - 261 . $1.25
3rd Quarter -+ . $150 §125
“2ndQuarter" o %14 8089
o stQuarer . $18 . §.95
2002 4th Quarter s $1.08
 3rdQuaner $1.79 . $107
 2nd Quarter - - $1.94 O $143
st Quarter‘ R T2 _ $1.41

~ As of March 15, 2004, there were approxlrnately 1 300 holdets of record of our Common Stock. We beheve‘ .

that there are also approximately 850 additional beneﬁc1al owners of Common Stock held in “street name”

We have never declared ot paid a cash d1v1dend on-our Common Stock nor do. we ant1c1pate that dividends will
be paid in the near future. Further, certain of our ﬁnancmg agreemerits restrict the payment of cash dividends. See
Note E to the Consohdated Financial Statements for further information. -

Equity Compensation Pl'an Infotniatibn

“The following sets forth mformanon as of March 15 2004 concermng our compensatlon plan under which
shares of our common stock are aurhorlzed for issuance.
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NUMBER OF SECURITIES TO .

WEIGHTED AVERAGE

LA BE ISSUED UPON EXERCISE . EXBRCISE PRICE OF - NUMBER OF SECURITIES
LAN T OF OUTSTANDING OPTIONS, . JTSTANDING OPTIONS, - ~ REMAINING.AVAILABLE
CATEGORY - - = WARRANTS AND RIGHTS WARRANTS AND RIGHTS FOR FUTURE ISSUANCE* -
Equity compensation
‘plans approved by
security holders:
1993 Employees’ Incentive e ‘ L , .
Stock Option Plan - "166,000 . S $2.34 . -0-
- Equity compensation -
~ plans not approved ‘ . _
by securlty holders: . . N/AL S N N7

*The term of this plan expired on February 17; 2003 Thus no further opuons may be granted under the plan. On

March 2, 2004, the Board of Directors authorized the officers ‘of the Company to prepare a 2004 Employees’
* Incentive Stock Option Plan and subrmt it to the shareholders for approval at the 2004 ‘Annual Meetmg of
Shareholdets. : : :

ITEM 6: MANAGEMENT’S DISCUSSION AND ANALYSIS OF PLAN OF OPERATION
OVERVIEW

We operate through three ptimary segments 1) oil and gas exploraUOn and producuon 2) oil and gas drilling;
and 3)° leonardite mining and processing. ‘Our oil and gas strategy is focused on the exploitation of existing oil and
gas fields. Our drilling operations focus- is development of our customer base and increasing our pro;ect" ‘
capabilities. Our major leonardite products are oil and gas drilling mud additives. ' Our leonardite operations are

also concentrated on the expansion of customers and products. See Note B to the Consolidated Flnancml
Statements for financial information about our business segments.

, BUSINESS ENVIR‘ONMENT-AND RISK FACTORS‘

ThlS dlscussmn and analysrs of ﬁnancml condmon and results of operations, and other sections of this report
contain forward-looking statements within the’ meaning of the Private Securities Litigation Reform Act of 1995, that
* are based on management's beliefs, assumptions, current expectations, estimates-and projections about the oil and
- gas industry, the leonardite industry and the-oil Well dnlhng industry, the economy and about us. Words such as
"may,” “will,” “expect anuc1pate “estimate” of “continue,” or comparable words. are intended to idendfy
forward-looking statements. - These. statements are not guarantees of future performance and involve risks,
uncertainties and assumptions that are difficult to predict with regard to timing, extent, hkehhood and degree of -
occurfence. Therefore, our actual results and outcomes may materially differ from what may be expressed or
forecasted in our forward-looking statements. Furthermore, we undertake no obhgatlon to update, amend or clanfy
forward-looking statements; whether as a. result of new mformanon future events or otherwise.

bR 11 ES NN 1 1
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- Important factors that could cause actual results to differ materially from the forward-looking statements
include, but are not limited to, changes in production volumes; ‘wotldwide supply and demand which affect
commodity prices for oil; the timing and extent of our success in discovering, acquiring, developing and producing
oil, natural gas and leonardite reserves; risks inherent in the drilling and operation of oil and natural gas wells and
the mining and proceésing of leonardite products; future production and development costs; the efféct of existing
and future laws, governmental regulations and the political and economic climate of the United States; and
conditions in the capital markets. See “Risk Factors” in Item 1 to this report

CRITICAL ACCOUNTING POLICIES

Certain accounting policies are 1rnportant to the portrayal of our consolidated financial condition and results of
operanons and require management s subjective or complex judgments. The pohc1es are as follows:

Qil and Gns Properties |

We employ the full cost method of accounting for our oil and gas production assets. Under the full cost
method, all costs associated with the acquisition, exploration and development of oil and gas properues are
capitalized. The sum of net capltahzed costs and estimated future development and dismantlement costs is depleted
on the unit-of-production basis using proved 011 and gas reserves as determmed by independent petroleum
engineers. -

Reserve engineering is a subjective process that is dependent on the quality of available data and on engineering
and geological interpretation and judgment. Reserve estimates are subject to change over time as additional
information becomes available. If the ‘estimate of proved reserve volumes declines or the estimate of future
development costs increases, our depletion increases, which reduces our net income.

Also under the full cost method, we ate required to record a permanent impairment provision if the net book

~ value of our oil and gas properties less related deferred taxes exceeds a ceiling value equal to the present value of the
future cash inflows from proved reserves, tax effected and discounted at 10%. The ceiling test is computed at the
end of each quarter. The oil and gas prices used in calculanng future cash inflows are based upon the market price
on the last day of the accounting period. Oil and gas prices are generally volatile and if the market pnces at a period
end date have decreased, we may have to record an 1mpa1rment We have recorded impairments in the past as a -
result of low oil pnces

Revenue Recognition

Revenues are recogmzed when dehvery of oil and gas producnon 1s made leonardlte is shlpped and as drilling
work progresses. :

Impairment of Long-Lived Assete

Potential impairment of long-lived assets (other than oil and gas properties) is reviewed whenever events or changes .
in circumstances indicate the carrying amount of the assets may not be recoverable. Impairment is recognized when the
estimated future net cash flows (undiscounted and without interest charges) from the asset are less than the carrying

“amount of the asset. No impairment losses have been recognized on long-lived assets.
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Asset Retiremem‘ Obligation -

If a reasonable estimate of the fair value can be made, we wﬂl record a hablhty for legal obhgatlons associated with
“the future retirement of tang1ble long- hved assets that result from the acqulsmon constructlon development and/or
normal operauon of the assets. :

-The fair value of a hablhty for an asset retirement obhgatlon is recogmzed in the penod in Wthh the hablhty is
incurred. - The fair value is measuxed using expected future cash outflows (estimated ‘using current prices that are
eescalated by an assumed inflation rate) discounted at our credlt—adjusted risk-free interest rate. -The liability is then
‘accreted each petiod undl it is settled or'the asset is sold, at which time the liability is reversed and any gain or loss
resulting from the settlement of the obligation is recorded. The initial fair value of the asset retitement obligation is
capitalized and subsequendy depreciated or amoruzed as part of the carrymg amount of the related asset.

We hav'e recorded asset tetirement ob]jgations related to our oil and gas properties. We have also »identiﬁed other
asset retirement obligations that are not recorded because a reasonable estimate of the fair value cannot be made due to
the indeterminate life of the associated assets There are no assets legally. restncted for the purpose of settling asset
retirement obhgauons ' ~ :

Accounting for Income Taxes

As part of the process of preparing our consolidated financial statements, we are required to estimate our
income taxes. This process involves estimating our current tax exposure together with assessing temporary
differences resulting from the differing treatment of items for tax and accounting purposes. These differences result

-in deferred tax assets and liabilities, which are included within our consolidated balance sheet. We regularly review
our deferred tax assets for recoverability based on historical taxable income, projected future taxable income, and
the expected timing of the reversals of existing temporary differences. To the extent we believe that recovery is not

' hkely, we must estabhsh a valuation allowance. We have recorded a valuation allowance due to uncertainties related
to ‘our ability to unhze some of our statutory depletion carryforward. After recognition of this allowance, our
combined net deferred tax assets and deferred tax liabilities result ini a net long-term liability. To the extent we
increase or decrease the allowance in a period, we must include an expense or benefit within the tax provision in the
statement of operauons Significant management judgment is required in determining our provision for income
taxes, deferred tax assets and liabilities and the valuation allowance recorded against-our deferred tax assets.

Off Balance Sheet Arrangements

We have no off balance sheet arrangements, special purpose entities, financing partnerships or guarantees.’
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NEW ACCOUNTING STANDARDS

In March 2003, the FASB issued SFAS No. 149, “Amendment of Statement 133 on Derivative Instraments and
- Hedging Activities”. SFAS 149 is effective for contracts entered into or modified after June 30, 2003. This
statement amends and clarifies financial accounting and reporting for derivative instruments, including certain
derivative instruments embedded in other contracts (collectively referred to as derivatives) and for hedging activities

under SFAS 133, “Accounting for Derivative Instruments and Hedging Acnvmes SFAS 149 did not materially
effect the financial statements. : .

In May 2003, the FASB issued SFAS No. 150, “Accounting for Certain Financial Instruments with
Characteristics of Both Liabilities and Equity”. SFAS 150 is effective for financial instruments entered into or
modified after May 31, 2003, and otherwise is effective at the beginning of the first interim period beginning after
June 15, 2003. This statement establishes new standards for how an issuer classifies and measures certain financial
" instruments with characteristics of both liabilities and equity. SFAS 150 requires that an issuer classify a finiancial
instrument. that is within the scope of this statement as a liability because the financial instrument embodies an
obligation of the issuer.. This statement applies to certain forms of mandatorily redeemable financial instruments
“including certain types of preferred stock 'written put options and forward contracts. SFAS 150 did not materially
effect the financial statements. :

RESULTS OF OPERATIONS

The following table sets forth the selected financial data duriﬁg the last five years.

2003 2002 2001 . 2000 1999
- Operating o S ’ o : :
Revenue _ - $4,842952 $ 3 987 686 B $ 4,216,402 $ 5,325,378 $ 3,561,449
Net Income 446,563 91,374 41818 1414797 481,552
Net Income - , .- o - , :
Per Share - o - 12 o0z .01 .36 12
* AT YEAR END: - | : | ‘ .
" Total Assets - 11,584,273 9,048,200 | 8,201,719 7,450,286 7,328,840
Long-term = B o o ~ '
Debt : : 1,599,479 - 1,910,228 1,035,228 . 375,000 1,610,008
" Current S | ST ﬁ
Maturities : 479,457 - 132,260 125,000 125,000 , 175,000
Workmg ~ . ; C » o ’ ,
Capital (deﬁcxt) C 72970 310,516 - (223,782) . 423897 638,549
Stockholders’ I R ' -
Equify _ 5,973,886 - 5,616,211 . 5,536,009 . 5,712,655 4,462,475
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* Comparison of 2003 to 2002 Revenue, Costs arid Gross Margin For Oil and Gas Operations

% Increase T - % Increase
: S (Decrease) - . ~+ (Decrease)
Year 2003 From 2002 " Year 2002 From 2001
Oil and gas produetion - S R : ‘ A
sod BOE) . = . 137237 (B5%) . 142197 o (64%)
-Averag.e priee per BOE o .- 82634 , 25.7% g 20,96 | v3,‘9%
Ol and gas revenue $3614592 C213%  $2980228 2.7%)
Productioncosts . . $1786379 - 10.3% $1,619,049 (12.8%)
- Average production cost : o - '. _ ~ ) .
“per BOE - L s o 143% $11.39 (6.9%)
Gross margin - 31828213 34.3% §1361,179 12.7%

The relative changes in revenue, production costs and gross margin for oil and gas operations in-years ended
2003 and 2002 are shown in the chart above. The source of all of our oil and gas revenue is our sales of oil in 42
gallon barrels (abbreviated Bbl. a capacity established in the late 1800’s from wooden barrels used for wine, beer,
whiskey, fish and- pickles) and gas in thousands of cubic feet at atmospheric conditions abbreviated MCF. We also
convett gas to its approximate-“oil equivalent” by its relative energy content of six MCF being equal to 1 Bbl of oil.
During 2003, we slowed the moderate decline in our production to 3.5% but fell slightly short of our goal to
increase production during the year because of a troublesome completion on our last dnllmg project for 2003. Our
Anderson et. al. 3-24 went on production in'the fourth quarter at a disappointing 1 barrel of oil per day (“BOPD”)
while all of our technical information indicated the well was structurally and strangraphlcally equivalent to our
Anderson et. al. 1-24 that had initial pump production of 83 BOPD and has recovered more than 140,000 Bbls of
- oil in the last 18 years. Our 3-24 well is a 40-acre offset to the 1-24 and continuing that completion, possibly with -

some relatively new stimulation technology, is a high priority. We do not believe the relatively small declines in our
: producnon for the last two years is a trend for the future. Our rate of decline has gotten smaller and we believe we
can increase production with planned drilling and workover actlv1ty for 2004. - '

Although the production we sold was shghtly less in 2003 compared to 2002, the average value of our sales was
dramatically higher leading to a healthy increase in our oil and gas revenue. Revenue per BOE. was consistently
higher in 2003, always staying within a range between the high of $28.47 for the first quarter and the low of $24.37
for the second quarter. This is a sharp contrast to 2002 when average oil reveniue per barrel was $4 to $12 lower
than 2003 in the first and second quarters and-$2 to $3 lower in the third and fourth quarters. Oil and gas prices are
the single mostimportant aspect of our operating performance and financial results. While the oil and gas business
and accounting principles used are both highly complex, the pnce of the commodmes we sell affects every facet of
our operanons

- Oil and gas prodtiction costs increased 10% in 2003, some of which is a natural extension of the higher oil and
gas revenues, as production taxes are an “ad valorem” tax, a straight percentage of value produced at the wellhead.
In 2003, $31,000 of the $167,000 increase in production costs was due to taxes. In addition with higher oil prices
‘our expenses were generally higher in many categories, particularly work-over activity; and 2003 was also our first
full year of participation in a secondary recovery unit operated by another company. Increased production costs
attributablé to these last two factors resulted in a net 1ncrease of about $60,000. Finally, 2003 was our. ﬁrst year of
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accounting for ‘lo'ng—lived asset retirement. c)bliga'tions' under SFAS 143. The accretion expense related to that
.acco,unting change increased prdduction costs by approximately $76,000 (SeeNote B).

The combination of shghdy lower producmon and modesdy higher production costs resulted in 2003 average
production cost per barrel increasing about 14% over 2002. Production costs and costs per BOE are one of the
few financial areas we can control to a material degree. Revenue can be hedged, but usually only for relative short
periods of dme. Unit costs and total costs can be “controllable” over and above fixed costs by discretion in the
amount of down-hole and surface maintenance work to be performed. These decisions are driven by the spread
between per unit revenue and costs. That difference was $13.32 in 2003 and $9.57 in 2002. Therefore, although
per Bbl costs increased 14% in 2003, we believe it is at least partly due to the fact that the higher per Bbl revenue
allowed us to increase dlscretlonary spending, and that those discretionary costs could be reduced some if oil prices
decrease. Discretionary costs have limitations however, as many oil and gas production costs are fixed costs, or
fixed costs per Bbl. Our three largest costs are contract labor, fuel and power, and oil treating chemicals. In 2003
and 2002, just those costs expressed on a per Bbl basis were $4.96 and $4.79, respectlvely These do not represent a
minimum production cost as some level of maintenance is reqmred to keep wells producing and several other
smaller costs such as taxes are also unavoidable. The accretion expense associated with SFAS 143 discussed above
also increased 2003 per Bbl producnon costs by $0.56 over 2002 when that expense was not recogmzed

As a result of our revenue and expenses for 2002 and 2003, our gross matgin for the oil and gas segment of our
operations increased in each year when compared to the year 'prior This gross margin does not include any
expenses for non- cash items such as depletlon ‘Ot any.corporate costs such as selhng, general and administrative.

Looking forward we expect 2004 to be a year of s1gmﬁcant activity for the mdustry and us. We have one’
drilling permit remaining from an un- -drilled well we had budgeted for 2003 and a new permit granted in March
2004. The first well that will be drilled is a development well in" our Landa Field in Bottneau County, ND. Our’
subsidiary’s drilling tig has already been transported to this location in anticipation of our drilling plans, and we
expect to spud this well in early April. We are the operator and 75% working interest owner of this project. In
addition to drilling planned for this year, we hope to form another new unit for the purpose of secondary recovery
by water-flood, and petform a significant amount of work-over and other remedial work intended to increase our
production. We believe many oil and gas operating companies intend to increase their exploration and production
-activities in the near future which may strain the availability of oil and gas related labor, equipment and services.
For instance, recently enacted steel tariffs, and declining supply from foreign sources, is increasing steel prices and
‘may cause shortages which would likely negatively impact our operations and financial results since oil and gas
exploration and productioni is heavily reliant on steel products. We intend to wotk diligently towards accomplishing
our 2004 goals and beyond. However, cons1der1r1g the comper_ltlve environment and global events, we are cautious

’ about our ablhty to reach our goals :
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Comparison of 2003 to 2002 Revenue, Costs and Gross Margin For Drilling Operations

% Increase -

% Increase

- (Decrease) (Decrease)
Year 2003 From 2002 Year 2002 From 2001
Operating days S ‘- " 56.2 o 552% 62 -
D;ﬂﬁngrevenue \ o $406,141 o 448% $280,53‘8  -
A.xiefage revenue per'dr;ty - o -3 7,227 N (MO $7,750 oL
Drilling Costs o $ 369,869 : L 55.6% $237,729 L
Average costs per day - $V6“,581 | S . -;"/6 | | $6,567 o " -
Gross matgin S 536272 (15.3%) : "3 42,809 ~

Our oil and gas dnlhng subsn:hary, Western Star Drilling Company, (‘WSDC”) comrnenced operations ]anuary
2, 2002, and therefore there are no percentage changes for 2002 compared to the prior year. All the amounts in the
table above are presented in conformance with our financial statements and accordingly represent only drilling
operations for other companies. The operating days with GeoResources’ dnlhng included was 85 in 2003 and 55.1
in 2002. During 2003, drilling operationé consisted of three wells for us and two wells for other operators, for a
total of five wells with footage of 20,122. This compares to five drilled i in 2002 of which two were drilled for us and
three for other operators, with footage of 20,476. One of the 2003 wells had a total depth of just less than 7,000
feet, Wthh is the deepest well WSDC has drilled to date:

The 1ncreased level ‘of outside drilling operations has met our expectations for these first formative years. The
~ level of shallower drilling in the Williston Basin has not kept pace with deeper vertical and horizontal drilling, but
we believe it will as more of the fypically smaller operators in the region begin to gain confidence in higher oil
prices. Although the drilling rig was substarmally below full utlization in 2003, we believe it takes some time to
build a customer base and demonstrate the rig’s capabilities. WSDC is still 2 new business start-up, and a positive
gross margm in its ﬁrst two years we feel is an accomplishment in 1tse1f

Revenue per day was essennally stable in both years; however 2003 had 55% more operating days due to the
deeper well mentioned above that resulted in 45% more total revenue. Average revenue per ddy is less than the
“contract day-work rate, because operating days includes days for “move in, tig up” and “tear out, rig down” days.
These days are billed at substantially lower rates than drilling. days. Also, drilling contracts can be structured in
several different formats including day-work, tutnkey and footage. As a result of revenue and costs, WSDC had
comparable gross margins in both years. Because WSDC has value to us over and above its financial profit
potential, our primary goal in these first few years is that the subsidiary has a positive gross margin and cash flow.
- When depreciation is taken into account for WSDC, neither year contributed to our net income. Also, any cash
~ flow from drilling operations may be re-invested into the drilling equipment to expand WSDC’s project capabilities.
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Compaﬁson ef 2003 to 2002 Revenue, Costé and Gross ‘Marg'in‘For Leonardi_te Operations

% Increase | % Increase

o ‘ (Decrease) ~ o (Decrease)

-Year 2003 = From 2002 Year 2002 From 2001
Leonardite sold (Tons) . 6,558 0.7% ' - 6,511 - (33.4%)
Average price $125.38 S 123% $111.64 (5.3%)
Leonardite revenue | _ $ 822,219 " 13.1% - $726920 (36.9%)
Production costs | - $ 850,373 . g 170% $ 726,552 (31.7%)
Average production costs - ‘ ' 7 :
‘pet ton : - $129.67 . _ 162% $111.59 2.7%
Gross margin (deficity .. $(28,154)  (7,000+%) $ 368 | (100%)

Leonardite revenue and production costs are both greater than the amount presented in previous years due to
an accounting reclassification of our invoicing of customers for shipping and packaging costs. Leonardite product |
sales were $822,000 in 2003 compared to' $727,000 in 2002, an increase of $95,000 or 13.1%. This difference was
due to drilling activity in the Gulf of Mexico. Production sold in 2003 was 6,558 tons atan n average price of $125.38
compared to 6,511 tons at an average price of $111 64 for 2002. : - _

Cost of leonardite sold was $850 000 in 2003 compared to $727 OOO in 2002, an increase of $123,000 or 17 0%.
'Average production costs per ton were $129.67 and $111.59 for. 2003 and 2002, respectively. A major part of the
increase was attributable to substantially higher prices for natural gas. Costs per ton increased apprommately 16.2%
for 2003 compared to 2002 due mainly agam to the increase in the price of natural gas. . '

- Gross margin for 2003 leonardlte operations before deductions for deprec1auon and selling, general and
administrative expenses was a deficit of $28,154 compared to a break-even point for 2002. The $28,500 decrease in
2003 gross margin was a result of the higher costs discussed above. Our sales are primarily tied to the off shore

drilling needs for the deep wells. If drﬂhng in the Gu_lf increases, our sales should increase also.

At year-end 2003, our plant manager retired after over 30 years of dedicated service to our company. A new
plant manager was hited in-house with the remaining employees sharing more‘dutles to eliminate hiring another
person. We believe this plan will help reduce our costs in the future. - '
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Conlparison of 2003 to 2002 Consolidated Anaiysis of the Financial Statement‘s’

- % Increase

% Increase

L (Decrease) _ (Decrease)
Year 2003 ‘ Frcm 2002 Year 2002 : From-2001
Total operating revenue ' $ 4,842,952 21.4% $3,987,686 (5.4%).
Cost of cjperations B ‘ $3;006,621: ‘16-4°/0 $ 2,583,330 - (11.5%)
Total gross margin 3 B " $1,836,331 B 30.8% | $1,404,356'> ) '8.3%'-
vDepreciation, depleﬁen ‘ A ‘; _ ’ | . . | . ’. , ‘
~and amortization . §759907 - 9.0% $696857 (64%) -
,Sellihg, éenéral - | L o ' o K .
‘and administrative §537041 - (15%) $545368 15.7%
Qpemdngmcome" k I | .$539,28'3~ Caen $162131 1002%
| Nonoperadnchhenseé | $(57,172) ) ‘(12.1%). - $ (65,045 - 2,896.1%.‘
Income before taxes ' R O $482,111 . 396.6% 397,086 23.2%
Income tagés_" o e §12548 - 1197% $5,’7'1‘2 '(84.6%)
© Effect c)f changeinac‘counting p;inciplé_ $ (23,000) n - -- o 7 R L
Netincome o - 354465‘637 o 388-7%‘ s, 374 1185%

Oll and gas depleuon in 2003 was $566,084, or 6% higher than 2002 due to the 1mplementatlon of SFAS 143.
Leonardite deprecxanon in 2003 was 399,478 or 4% lower than 2002 due to the older equipment becoming fully
depreciated. Drilling rig depreciation in 2003 was $59,133; or 60%: hlgher due to the increased number of days the
rig was utilized. Depreciation on general corporate assets in 2003 was $35,212, or 65% higher than 2002. General
corporate depreciation includes our office building, equipment and the amortization of the Reymert property. The
increase in this depreciation category is attributed to Reymett, which we started to amortize in 2003. °

_ Selling, general and administrative costs (SG&A) were lower in 2003 due in patt to 2 $50,000 reserve established
in 2002 for a claim by a bankruptcy trustee ofa former leonardite customer. See Note I to the Financial Statements
for further 1nforrnanon . '

Income tax expense for each year is' primarily reflective of changes in our tax-deferred assets and liabilities
under the provisions ‘of SFAS No. 109. See Notes A and G to the Financial statements for further information.
- The $23,000 charge for an accounting change is entlrely due to our adoption of SFAS 143. See Note F to the
Financial Statements for further 1nforrna'aon ' L :

As a result of all the factors discussed above, net mcorne before cumulaUve effect of change in accounung
' pr1nc1ple for 2003 was $470 000 or $0.13 per share compared to a net income of $91 000 or $0 02 per share in 2002
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LIQUIDITY AND CAPITAL RESOURCES

At December 31; 2003, we had current assets of $1,697,000 compared to current liabilities of $1,870,000 for a
current ratio of .91 to 1 and a working capital deficit of $173,000. This compares to.a current ratio of 1.28 to 1 at
December 31, 2002, and working capital of $311,000. As in past years when oil and gas prices have been favorable,
~ we take advantage of the increased cash flow to make larger investments in drilling and field maintenance activities
as described below. These additional .expenditures accounted for our reduction in working capital in 2003
compared to 2002. Due to these higher investments, we were not in compliance with a working capital covenant
with our bank. However, that non- compliance was waived in writing by the bank shortly after year-end.

During the year endedvDecember 31, 2003, we generated cash flows from operatmg activities of $1,183,000,
- which was $358,000 more than the amount generated during 2002. This increase was essentally due to higher oil
prices discussed previously. - We anticipate that cash flows from operations and funds available under our
$3,000,000 revolving line of credit (“RLOC”) will be sufficient to meet our short-term cash requirements. ‘The
" RLOC, which had an available balance of $925,000 at December 31, 2003, allowed borrowrng until January 5, 2004,
with répayment due by ]anuary 5, 2008. - Since year-end, we have reached verbal agreement with our bank to

establish a similar $3,000,000 RLOC The 2004 RLOC will allow borrowmgs until March 5, 2007 with repayment
due by March 5, 2011. .

During 2003, -our investing activities used- $1,131,000 of cash for additions to property, plant and equipment.
Approximately $601,000 of these additions were to drill three wells in Bottineau County, North Dakota: one in our
South Starbuck Madison Unit, one in the Leonard Field and one exploratory well. We also used approximately
$354,000 for capitalized workovers on operated and non- operated wells. Portions of the remaining $173,000 used
in investing activities consisted of -$99,000 -of additional rig equipment, $19,000 for miscellaneous office and’
leonardite plant expenditures, $32,000 for unproved oil and gas. propetty costs and $26, OOO for proved property
‘ acqmsmon costs. ‘

During 2003, our ﬁnancing activities consisted of $128,000 of ,cash ntilized for- regularly scheduled principal
payments under long-term debt agreements plus an additional $135,000 to pay off our 1997 oil and gas loan. We
also used an additional $89, 000 of cash to purchase our common stock on the open market. During the fourth
quarter of 2003, we borrowed $300, 000 on our RLOC to finance our Workover program and to consohdate our -
loans :

We estimate that.our capital costs for 2004 relating to our proved developed nonproducing and proved
undeveloped oil and gas properties will be approximately $1,000, 000." 'Planned expenditures for 2004 also include
~delay rentals and other exploration costs of approximately $100,000. Funds expected to be used for 2004 pr1nc1pal
payments on our 2001 Oil and Gas loan are $476, 000." ) ‘
"~ We expect to continue to evaluate possible future purchases of additional producing oil ~and gas properties and
the further development of our properties. We believe our long-term cash requirements for such investing activities

and the repayment of long-term debt can be met by’ future cash flows from operatlons and, if necessary, possible
forward sales of orl reserves or additional debt or equity ﬁnancmg

ITEM 7. FINAN CIAL STATEMENTS AN D SUPPLEMENTARY DATA

See “Index to Consolidated Financial S_tatements on page 35,

_ ITEM 8. DISAGREEMENTS ON ACCOUNTING AND FINAN CIAL DISCLOSURES

Not apphcable
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_ ITEM 8A. CONTROLS AND PROCEDURES‘ |

We carried out an evaluation under the superv151on and with the parthrpatlon of our management 1nclud1ng our
_ Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation of our .
disclosute controls and procedures (as defined in Rules 13a- 14(c) and 15d-14(c) under the Securities Exchange-Act
' 0f 1934, as amendeéd (the “Exchange Act”)). Based on that evaluation, our Chief Executive Officer and Chief .

"~ Financial Officer ‘concluded that our disclosure controls and procedures are effective to ensure that information -

required to be disclosed by us in our Exchange Act reports was recorded, processed, summarized and reported
-within the apphcable time ‘periods. There have been no s1gn1ﬁcant changes to our internal controls or, to our
knowledge, in other factors that could significantly affect these controls including any corrective actlons withregard
to 51gmﬁcant deﬁc1enc1es and materlal weaknesses. :

PART III

ITEM 9. DIRECTORS, EXECUTIVE OFFICERS, PROMOTER AND CONTROL PERSONS;
- COMPLIANCE WITH SECTION 16(a) OF THE EXCHANGE ACT -

The followmg sets forth certain 1nformat10n concermng each of our directors and executive ofﬁcers

POSITION(S) WITH PERIOD OF SERVICE AS

NAMEANDAGE = . = | ~ THE COMPANY - ' ADIRECTOR OR OFFICER
Jeffrey P. Vickers S | " Presidentand L Since 1982
Age: 51 I - Director ' .
Jeffrey B. ]ennings SR ~ Vice President - .  Since June 2000
Age: 47 - 1 " of Land and Finance ‘ o
Cathy Kruse » >' 4 Seeretary - - Since October 1981 (officer);
‘Age: 49 : ~~©  and Director A : ~ and since June 1996 (director)
Connie R'Hval . 4 ’ Treasurer " . o " | Since June 2000
Age 43 - o ' : : : Co
H: Dennis Hoffelt o _- o Director - o ' From:1967 through June

Age: 62 ’ - Memberof " 1986; and since June 1987
o . Audit Committee ' - _
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POSITION(S) WITH - - ' PERIOD OF SERVICE AS

NAME AND AGE - THE COMPANY - S A DIRECTOR OR OFFICER
‘Paul A. Kiile " Direcor ~ © . Since June 1997
Age: 75 ¢ Member of ‘
: © - Audit Committee
N.icl; Voller - ‘ , Director . v » Since March 2004

-Age: 53 , S Member of
: o ‘Audit Committee

Duane Ashley o ‘ " Director : Since June 1999
Ager 55 : , L '

- All of the directors’ terms expire at the next annual meeting of shareholders or when their successors have been
elected and qualified. Our ekecutive officers serve at the discretion of the Board of Directors. The Board of
Directors has appomted an audit committee con51st1r1g of three independent dlrectors who are financial experts,

Nick Voller, H. Dennis Hoffelt and Paul A. Krile.

Jeffrey P. Vickers rece1ved a Bachelor of Scrence degree in Geological Engineering with a Petroleum
Engineering option from the University of North Dakota in 1978. In 1979, Mr. Vickers joined Amerada Hess
Corporation as an Associate Petroleum. Engineer in the Williston Basin. In 1981, Mr: Vickers was employed by us
as our Drilling and Production Manager where he was responsible for. providing technical assistance and
supervision of drilling and production operations and generated development drilling programs. He became our
President on January 1, 1983. In June 1982, Mr. Vickers became a director.

Jeffrey B. Jennings is Vice President of Land and Finance. Mr. Jennings received a Bachelor of Science in
Geological Engineering in 1980 and a Master of Science in Mineral Economics in 1992, from the Colorado School
of Mines. He was a consultant for us for two years prior to his employment with us in January 1996.

Cathy Kruse is our Secretary and business office mandger. Ms. Kruse graduated from the Adanta College of
Business in 1977 and was employed as a Legal Assistant for four years prror to her employment with us in May
1981. In June 1996, Ms Kruse became a dlrector

Connie R. Hval is our Treasurer and comptroller Ms. Hval graduated from the Umvers1ty of North Dakota
— Williston in December 1980 and became employed with us in ]anuary 1981.

H. Dennis Hoffelt is retlred Prror to his retirement Mr. Hoffelt was Pres1dent of Triangle Electrlc Inc,,
Williston, North Dakota, an electrical contracting firm, for over thirty years. He served as one of our directors from‘
1967 through June of 1986 and was elected as a director again in 1987: '

Paul A. Krile has been one of our dlrectors since ]une 1997. He has been the President and owner of Ranco

Fertiservice, a manufacturer of dry fertlhzer handling equipment, headquartered in Sroux Rapids, Iowa for more
than the last five years..
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N1ck Voller has been one of our dlrectors since' March 2004. For the past five years, he has been a partner
Wlth Voller Brakey Sdllwell & Suess PC a CPA firm located in Williston, ND.

Duane Ashley has been one of our dlrectors since June 1999. He has been 2 Semor Salesman for GRACO
Flshmg and Rental Tool Inc and Weatherford Enterra Inc for the past five years. ' :

Cathy Kruse is the sister-in-law of jeffrey P. Vrckers No other family relatlonship exists between or among any

- of the officers or nominees. There are no arrangements of- understandmgs between any of the directors or
nominees and any other petson pursuant to which any person was or is to be elected as a director ot nominee.

Code of EthiCSA -

Our Board of Directors has adopted a Code of Busmess Conduct and Ethics (“Code’) a. copy of which we
have filed as exhibit 14.1 to this report.

Our Code provides general statements of our expectations regarding ethical standards that we expect our
directors, officers and employees to adhere to while actlng on our behalf. Among other thmgs the Code provides
that: . : : .
- wewil cornply with all laws, rules and regulations;
- our dlrectors officers’ and employees are to avoid conflicts of interest and are prohrblted from .
competing with us or personally explomng our corporate opportumtles pressure or irregularities in -
v geologlcal formations;

- our directors, officers and employees are to protect our assets and maintain our confidentiality;

- weare committed to promoting values of integr'ity‘and fair dealing; and

- weare commltted to accurately maintaining our accounting. records under generally accepted accountmg

prmcrples and timely filing our per1od1c reports.

Our Code also contains procedures for our employees to report anonymously or otherwrse v1olar10ns of
the Code.

o Section 16(a) Beneficial Ownershi'n Renorting Comp‘liance

Section 16(a) of the Securities Exchange Act of 1934 requires our directors and executive officers, and persons
who own more than 10% of our common stock to file with the Securities and Exchange Commission initial reports
of ownership and reports of changes in ownership of our common stock. Executive officers, directors and greater
than 10% shareholders are required by SEC regulhtions to furnish us with copies of all Section 16(a) reports they
file. To our knowledge, based solely on review of the copies of such reports. furnished to us or advice that no
filings were required during fiscal year 2003, all execunve officers, directors and greater than 10% beneﬁaal owners -
. complied with the Section 16(a) filing reqmrements
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ITEM 10. EXECUTIVE COMPENSATION

The followmg table presents the aggregate compensanon Wl’llCl’l was earned by our Ch_lef Executive Officer for
each of the past three years.- We do not have an’ employment contract with any of our executive officers. None of
our employees earned total annual salary and bonus in excess of $100,000. There has been no compensation
‘awarded to, earned by or paid to any employee requlred to be reported in any table or column in any fiscal year
covered by any table other than what is set forth in the: followmg table

Summag[‘(‘:ompensauon Table , ‘

Long Term ‘Compensation

Annual Compensarjon‘ L . Awards ‘Payouts

o \ Other'b - Restricted Securities ,
Name and . © - . Annual: - " Stock = Undetlying - All Other
Principal o Salary . Compen- . Award(s) = Options ~~ -~ LTIP  Compen-
Position” ~ Year (3) '~ Bonus (§). sation & SARs(#) - Payouts (§) sation (§)
Jeffrey 2003 .$91,700 -0~ ' -0- . - NJA -0--  N/A  $9250
P. T 2002 $90,849- - -0-  -0- . N/A 0 0- N/A  $4542

Vickers -~ 2001  $90,579 -0- -0- , N/A -0- - N/A - $ 4,529

In the precedmg table, the column titled “All Other Compensanon is compnsed entirely of proﬁt sharmg,
amounts and the 401 (k) Company matchlng funds chscussed below : ‘

If we achieve net-income in 2 ﬁscal year, our Board of Directors may determme to contrlbute an amount baseéd
on our profits to the Employees’ Profit Sharing Plan and Trust (the “Profit Sharing Plan™). An eligible employee
may be allocated from 0% to 15% of his other compensanon deperiding upon the total contribution to the Profit

. Sharing Plan A total of 20% of the amount allocated to an individual vests after three years of service, 40% after
four years, 60% after five years, 80% after six years and 100% after seven or more years. On retirement, an
employee is eligible to receive the vested amount. On death, 100% of the amount allocated to an individual is
payable to the employee’s beneﬁc1ary We made total ‘contributions to the Profit _Sharing Plan, matchmg and
discretionary, for the years ended December 31, 2003, 2002 and 2001 of $49,570, $26,019, and $24,614, respectively.

As of December 31, 2003, vested amousits in the Profit Sharmg Plan for all officers as a group was approximately
$358,557. : :

Effectlve]uly 1, 1997, we. executed an Adoption Agreement Nonstandardized Code 401(k) Profit Sharing Plan
that incorporated a 401(k) Plan into the existing Profit Sharing Plan. ‘This retitement plan was amended and

updated to comply with legislative changes effective September 30, 2003 Ehglble employees are allowed to defer -

up to 15% of thelr compensation and we match up to 5%

Our 1993 Employees’ Incentlve Stock Option Plan (the “Plan”) exp1red in 2003. Nonetheless all options

outstandmg at that' tlme remain outstandmg and exercisable untll they expire pursuant to their terms.

If within the duration of any outstanding option, there is a corporate merger consolidation, acquisition of assets
“or other reorganization and if this transaction affects the.optioned stock, the optionee will thereafter be entitled to-
receive upon exercise of his option those shares' or securities that he would have received had the option been
exercised prior to the transactlon and- the optlonee had been a stockholder with respect to such shares.
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A total of 3’0‘0,.000 shares wete reserved for issuance under the Plan.” Of the 300,00 reserved shafes, options’
for 166,000 shares remain outstanding at an average exercise price of $2.34. No grants of stock options were made
by us during the fiscal year ended December 31, 2003. .

We intend to present a new stock incentive plan for approval by our shareholders at our 2004 Annual Meetmg'
of Shareholders. *

Aggregated Option Exercises In Last Fiscal Year and Fiscal Year-End Option Values

-The following table summarizes for our Chief Executive Officer (i) the total number of shares received upon
exercise of stock aptions during the fiscal year ended December 31, 2003, (ii) the aggregate dollar value realized
upon such exercise, (iii) the total number of unexercised options, if any, held at December 31, 2003, and (iv) the
value of unexercised in-the-money options, if any, held at December 31, 2003.

In-the-money options are optlons ‘where the falr market value of the undetlying securities exceeds the exercise

. or base price of the optton The aggregate value realized upon exercise of a stock option is the difference between

the aggregate exercise price of the option and the fair market value of the underlying stock on the date of exercise.

The value of unexercised, in-the- money options at fiscal year-end is the difference between the exercise price of the

option and the fair market value of the underlymg stock on December 31, 2003, which was $2.48 per share. With

respect to unexercised, in-the-money options, the undetlying options have not been exercised, and actual gains, if
_ any, on exercise will depend on the value of our Common Stock on the date of exercise. '

VALUE OF
: UNEXERCISED IN-
NUMBER OF “THE-MONEY
( UNEXERCISED OPTIONS/SARS AT
- SHARES | ., OPTIONS/SARS AT FY- FY-END
- .ACQUIRED ON - VALUE = END(#) EXERCISABLE/  EXERCISABLE/
- NAME EXERCISE(#) REALIZED(S) UNEXERCISABLE . UNEXERCISABLE
Jeffrey P. ‘ : : ‘ ‘ -
Vickers, CEO - -0- 0- o 71,000/0 - $9.970/0

Directors’ Compensation

- We pay each director who is not also an employee $200 per month and reimburse the directors for travel
expenses. Each director who is also on the audit committee receives an additional $100 per month.
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ITEM 11. SECURITIES

OWNERSHIP

'OF CERTAIN _BENEFICIAL ~ OWNERS' AND

MANAGEMENT AND REILATED STOCKHOLDER MATTERS

The following table sets forth the number of shares of our Common Stock beneficially owned by each of our
officers and directors and by all directors and officers as a group, as of March 15, 2004. Unless otherwise indicated,
the shareholders listed i in the table have sole voting and investment powers with respect to the shares indicated.

~ NAME AND -

’ AMOUNT OF :
CLASS OF .. ADDRESS OF - SHARES AND NATURE OF PERCENT
SECURITIES BENEFICIAL OWNER - BENEFICIAL OWNERSHIP OF CLASS
Common Stock, Jeffrey P Vickers ©331,934-Direct and 8.9%
$.01 par value 1814 14t Ave. W, Indirect(a) -
’ - Williston, ND 58801 . :
Comrion Stock, Paul A. Kiile 7 253,000-Direct 6.8%
$.01 par value - - - P.O. Box 329 o T e ’ :
- Sioux Rapids, 1A 50585 oo
'Common Stock,- ‘:Catfxy Kruse - 9,700-Di1;ect(c) ‘ (b)
$.01 par value 723 W. 14t St. C ,
Wllhston ND 58801
Common Stock, | . H. Dennis Hoffelt : 41,000-Direct and‘r 1.1%
$.01 par value - 9421 E. Desert Lake. ~ Indirect(d)
- o ‘Sun Lakes, AZ 85248 S
~ Common Stock,  Connie R. Hval - " 9,500-Direct(e) ®)
$.01 par value '7400_3fd'A\{e. E. o :
‘ R _ Williston, ND: 58801
Common Stock; - Jeffrey B. Jennings - ' lO,SOQ-.Djxécf(f)* )
$.01 par value 141015t Ave. W. I .
s Wllhston ND 58801
‘ ‘CommonAStdék, Duane Ashley , -- --
- $.01 par value 910 15t StW. .
< : Williston, ND 58801
Common Stock,' Nick Voﬂer o -- --
$.01 par value - - 222 University Ave.
' A ' ‘ Williston, ND 58801
Common Stock, o Officers and 655 634—D1rect and 17.6%
: $.Ol par value Directors as Indlrect
: " . a Group- -
* (eight persons)

() Includes 139,634 shares owned direétly‘. by M. Viékéré, 2,500 in a self-directed individual retirement account,
72,000 shares held jointly with his wife, Nancy J. Vickers, 25,500 shares held directly by his wife, 1,300 shares in
his wife’s self-directed individual retirement account, and an aggregate 20,000 shares held by him as custodian




for his children. Also included are 71,000 shares that ‘may be purcha‘sed' by Mr. Vickers under presently
exercisable stock options granted pursuant to our 1993 Employees’ Incentive Stock Option Plan.

(b) Less than 1%. -

C Included - are 9 500 shares which may be. urchased b MS Kl’l.lSC under presentl exerc1sable StOCk O[)UOI‘IS
- granted pursuant to our 1993 Employees Incentlve Stock Opnon Plan

(d) Mr. Hoffelt has sole voting and investment power over 11 500 of shares and has’ shared vonng and investment
- powers over the remamlng 29 500 shares. .

(¢) Included are 9 ,500 shares which may be purchased by Ms. Hval under presently exerc1sable stock options
granted pursuant to our 1993 Employees Incentive Stock Option Plan.

(f) Included are 9 500 shares which may be purchased by Mr. Jennings under presently exercisable stock optlons
granted pursuant to our 1993 Employees’ Incentive Stock Option Plan. ‘

The following table sets forth information concerning persons other than our officers or directors known to us
to be the beneﬁcial owners of more than 5% of our outstanding Common Stock as of March 15, 2004,

AMOUNT OF

CLASS OF . ~ NAME AND -~ SHARES AND NATURE OF PERCENT
SECURITIES ADDRESS OF PERSON BENEFICIAL OWNERSHIP OF CLASS
Common Stock, - Joseph V. Montalban ’ ' 342,700-Direct and - 92%

$01 patvalue - P.O.Box 200 gy - Indirect(a)(b)
: Cut Bank, MT 59427 B

() 'This information was obtained from uur transfer agent, Wells Far‘go_‘Bank Minnesota, N.A., on March 25, 2004,
and the Depository Trust Company's non-objecting beneficial owners' list dated December 31, 2003,

(b) Includes 107 000 shates owned by Montalban‘Oiyl & Gas Operations‘ (MOGO Inc.)

We are not aware of any arrangements WhJCh could, at a subsequent date, result in a change in control of the
company. -
ITEM12. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

There are no transactions or series of similar transactions since the 'beginnlng of our last fiscal year or any
currently proposed transaction or series of similar transactions to which we were of are to be a party, and which the

amount involved exceeds $10,000 and in which any director, executive officer, principal shateholder or r any member
of their 1mmed1ate farmly had or will have a dlrect or indirect material interest.
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PART IV

ITEM 13. EXHIBITS FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K

(a) . Documents filed as Part of th_ls Report

1) Financial Statements and Schedules .See “Index to Consolidated Financial Statements on next page. There
are no financial statement schedules filed herewith. )

2) Exhibits See “Exhibit. Index” on pyage:6,2.

o) Reports on Form 8-K ‘ .
- On November 19, 2003, we ﬁled our. earmngs press release for the third quarter of 2003 under Item 12 of

Form 8-K.’

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

During 2003 and 2002, we paid the folvlowing’fee.s fo our prmcipal accountants: V

T2003 2002

Audit Fees ST §24300 0 0 0 $23,150
. AuditRelated Fees ' 14760 1312
Tax Fees C 4487 . 4276
All Other Fees ® _ . 4250 2,100

3 34513 330838

M Services relatmg to.review of our Quarterly Reports on Form 10 QSB and SFAS 143 research

v To help assure mdependence of the mdependent audltors the Aucht committee has established a policy.
“whereby all audit, review, attest and non-audit’ engagements of ‘the principal auditor or other firms must be
- approved in advance by the Audit Committee; provided, howéver, that de minimis non-audit services-may instead
‘be approved in accordance with applicable Securities and Exchange Commission rules. This policy is set forth in
our Audit Committee charter, a-copy of which will be included with our proxy statement for our 2004 Annual
Meeting of Shareholders. Of the fees shown in the table which were paid to our principal accountants in 2003, 78%
were approved by the Audit Committee. SEC regulauons and company pohcy did not require pre- approval for
non-audit services prior to 2003. .~ - -
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. REPORT OF INDEPENDENT AUDITORS ON THE
CONSOLIDATED FINAN CIAL STATEMENTS

To the Board of Dtrectors and Shareholders R
GeoResources Inc ‘

" We have audited the accompanying consolidated balance sheets of GeoResources, Inc., and Subsidiaries as
- of December 31; 2003 and 2002, and the related consolidated statements of operations, stockholders equity,
and cash flows for the years ended December 31, 2003, 2002 and 2001. These financial statements are the
responsibility of the Company's rnanagement Oux respons1b1hty is to express an opinion on these financial
statements based on our audits. :

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and' perform the audits to obtain reasonable assurance about
whether-the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes . -
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentanon \X/e beheve that our audlts pr0v1de a teasonable basis for our
opinion.

In our opinion, the consolidated ﬁnanc1al statements referred to above present falrly, in a]l material respects,

the financial position of GeoResources, Inc,, and Subsidiaries as of December 31, 2003 and 2002, and the
results of its operations and its cash flows for the years ended December 31, 2003 2002 and 2001 in
‘conforrmty with accounting pnnc1ples genemlly accepted in the United States of Amenca

~ /s/ Richey, May & Co., LLP
Englewood, Colorado
. February 20, 2004 -
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_GEORESOURCES, INC., AND SUBSIDIARIES
.CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2003 AND 2002

ASSETS

The accompanyirig notes are an integral part of these consolidated financial statements.

36-

CURRENT ASSETS: ’ 2003 2002
Cash and equivalents ~ ' $ 343419 - $ 329,302
Trade receivables, net N . : 1,084,678 - 821,459
Inventories ‘ ' o 233,306 207,998

. Income tax receivable - -- 50,192
Prepaid expenses ‘ 35,335 - 28,326
- Total current assets ) ' - 1,696,738 1,437,277
‘PROPERTY, PLANT AND EQUIPI\/[ENT at cost:
Oil and gas propertles using the full cost rnethod
- of accounting: .
Properties being amortized 24,711,298 22,636,316
Properues not sub]ect to amoruzatlon B ‘ o 280,565 251,714
Drilling rig and equipment - ' 1,176,940 1,077,551
Leonardite plant and eqmpment : : : _ 3,267,634 3,262,200
Other - S 3 756,211 757,431
' 30,192,648 27,985,212
Less accumulated depreciation, depletion, ‘ ‘
amortization and impairment (20,310,113) (20,386,789)
Net property, plant and eqmpment 9,882,535 7,598,423
OTHER ASSETS : 5,000 12,500 .
- TOTAL ASSETS $ 11,584,273 $ 9,048,200
LIABILITIES AND STOCKHOILDERS' EQUITY

CURRENT LIABILITIES: .

Accounts payable , ‘ ’ . $ 985,766 " § 659,282
Accrued expenses S : - 404,485 335,219
Current maturities of long-term debt 479,457 132,260

. Total current liabilities ‘ 1,869,708 1,126,761

LONG-TERM DEBT, less current maturities 1,599,479 1,910,228

ASSET RETIREMENT OBLIGATIONS : 1,735,200 -

DEFERRED INCOME TAXES o ' 406,000 395,000

. Total liabilides ’ ‘ 5,610,387 - 3.431,989

CONTINGENCIES (N OTE H)

STOCKHOLDERS' EQUITY:

Common stock, par value $.01 per share; authorized
10,000,000 shares; issued and outstanding, 3,723,977
and 3,787,477 shares, respectively - B ' 37,240 37,875
Additional paid -in capital . : R _ 295,932 384,185
Retained earnmgs , ‘ . 5,640,714 5,194,151
: - Total stockholders' equity - 5,973,886 5,616,211
- 'TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY $ 11,584,273 -$ 9,048,200




- GEORESOURCES, INC., AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
YEARS ENDED DECEMBER 31, 2003, 2002 AND 2001

OPERATING REVENUES:
Oil and gas
Leonardite
Drilling

OPERATING COSTS AND EXPENSES:

Oil and gas production
Cost of leonardite sold

. Drilling costs .
Depreciation, depletion and amoruzanon
Selling, general and administrative

Operating income

OTHER INCOME (EXPENSE)
Interest expéense
Interest income - }
Other income and losses, net

Income before income taxes

INCOME TAX EXPENSE
Income before cumulative effect
of change in accounting principle
. Cumulative effect on prior years accounting .
change, net of tax -

Net mcome .

EARNINGS PER SHARE:

" Income before cumulanve effect of accounting change»

Cumulative effect of accounting change
Net income, basic and diluted

Weighted average number of shares
outstandmg

Diludve potent:ial shares —
Stock options

Adjusted Weighted‘ average sdharesi‘_' '

The accompanying notes ate an integral part of these consolidated financial statements.

2003 2002 2001
$ 3,614,592 § 2,080,228 $ 3,064,135
822,219 726,920 1,152,267
406,141 - 280,538 -
4842952 3,987,686 4216402
1,786,379 1,619,049 1,856,159
850,373 726,552 1,062,995
369,869 " 237729 -
759,907 " 696,857 - 744,742
- 537,141 . 545,368, 471517
4,303,669 3825555 . . 4135413
539,283 162,131 80,989
(84,432) (95,635) @4,834)
8362 . 11,635 20,294
18,898 18,955 22,369
(57172 (65,045) - 2171)
482,111 97,086 78,818
. 12,548 5712 37,000 °
469,563 o374 #1818
(3000 - -
$ 446,563 $ 91,374 $ 41,818
$ .13 $ .02 $ .01
(01) - -
§ 12 § 02 $ 01
3748396 - - 3787750 3,846,176
3748396 3,787,750 3,846,176




CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

GEORESOURCES, INC., AND SUBSIDIARIES -

YEARS ENDED DECEMBER 31, 2003, 2002 AND 2001

Balance, December 31, 2000
" Issuance of common stock
Purchase of commdn stock
. Net ihcome |
Balance, Décember‘ 31, 2001
Pﬁrchase of comi:rlon stock
Net income
Balance,"December; 31, 2002
Purchase of common stock
Net income

- Balance, December 31, 2003

Addidonél

Common Stock Paid-in . ‘ Retained .:
_Shares __Amount _ Capital Earnings Total
3012502 $ 39,125 $ 612,571 $ 5,060,959 $ 5,712,655
1,000 10 1,990 - 2,000
(119,275) (1,193) (219,271) - (220,464)
- - R 41,818 41818
3,794,227 137,942 395,290 5,102,777 5,536,009
‘,(6,745'0) ©67) (11,i05) - (11,172)
. - . 91,374 91374
- 3,787,477 37,875 384,185 5,194,151 . 5,616,211
(63,500) (635) (88,253) - (88,838)
| - - - 446,563 446,563
3,723977. $ 37,240 $ 295,932 $ 5,640,714 $ 5,973,886

. The accompanying notes are an integral part of these consolidated financial statements.
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GEORESOURCES INC., AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2003, 2002 AND 2001 .

CASH FLOWS FROM OPERATING ACTIVITIES:‘

Net income
Adjustments to reconcile net income '
to net cash provided by operating activities:
Depreciation, depletion, amornzatlon and
* valuation allowance 4
Cumulative effect of accountmg change ‘
Accretion ofasset retuement obhganons ‘
- Deferred income taxes
Other . - ,
Changes in assets and liabilities:
Decrease (incredse) in:
Trade receivables
" Inventories .
Income taxes receivable -
Prepaid expenses and other
Increase (decrease) in: . .-
. Accounts payable
JIncome taxes payable .
Accrued expenses ’

Cash prov1ded by operatmg acnvmes

CASH FLOWS FROM INVESTIN G ACTIVITIES
Additions to property, plarit and equipment

- Proceeds from sale of property, plant and equipmenf

' Collection of mortgage loans recefvable

Cash used in investing activides -

CASH FLO\X/S FROM FINAN CING AC’ITVITIES -

Proceeds from long-term borrowings -
Principal payments on long-term debt
Cost to purchase common stock
Debt issue costs -

Cash provided by (used in) -
financing activites

INCREASE (DECREASE) IN CASH _ -
AND EQUIVALENTS' o

CASH AND EQUIVALENTS begmnmg of year -

CASH AND EQUI_VALENTS,'end of year

2003 2002 2001
| § 446,563 $ 91,374 $ 41,818
759,007 696,857 7447742
23,000 S -
76,200 - R
15,000 51,000 60,000
8,952 10,618 34,107
(263219 ©(195,100) 296,814
(25,308) * (11,140) 51,647
50,192 (27,192) (23,000)
- 7,009) 3,171) (9,496)
29,438 - 99,512 40,827
S ©(75,000)
69,266 _ 112,544 29953
1,182,982 825,302 1,192,412
(1,130,897) (1558416) (1,844,360)
14472 | - -
3 . 103,321
(1,116,425) (1,558,416). (1,741,039)
300,000 1,010,000 775,000
L (263,552) (127,740) (114,772)
(88,888) (11,172) (220,464)
L - (15,000)
(52,440) 871,088 424764
14117 137974 (123,863)
320302 191,328 315,191 -
$ 343419 $ 329302 3 191,328 -

- The accompanying notes ate an integral part of these consolidated financial statements.




‘ GEORESOURCES INC AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS (Contlnued)
YEARS ENDED DECEMBER 31, 2003, 2002 AND 2001

, | | 2003 2002 2001
SUPPLEMENTAL DISCLOSURE OF ' B
CASH FLOW INFORMATION
Cash paid (received) for: , U :
Interest T o $ 87,477 $ 91,512 - § 45,365

Income taxes (tefunds) ‘ : ’ (52,644) (18,096) . 73,400

NONCASH INVESTING AND FINAN CING ACTIVITIES

During 2001, the Company issued 1 ,000 shares of common stock valued at $2,000 as parml payment of
damage compensation on a gas property

. The accompanying notes are an integral part of these consolidated financial statements.
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~ GEORESOURCES, INC., AND SUBSIDIARIES |
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

A, SIGNIFICANT ACCOUNTING POLICIES;

Nature of Operatlons and Pnnc1ples of Consohdauon - o
The accompanying consolidated financial statements include: the accounts of GeoResources, Inc,, its

wholly owned subsidiary, Western Star Drﬂhng Company (“WSDC”) and its 85% owned sub51d1ary,'
Belmont Natural Resource Company, Inc. (‘BNRC”). All material intercompany transactions and

balances between the entities have been. ehrmnated The rnmonty interest in BNRC at December 31, -
2003 and 2002 is zero. ~

" GeoResources, Inc. (the "Company™) is pnmanly involved in oil and gas exploramon development and
production in North Dakota and Montana and the mining of leonardite and manufacturing of leonardite
products in North Dakota to' be sold to customers located primarily in the Gulf of Mexico coastal areas.
BNRC was incorporated in 1991 to exploit natural gas opportunities in the Pacific Northwest All
properues of the Company and BNRC are located in the United States.

During the tl'nrd quarter of 2001 the Company purchased a used dnlhng fg. The rig was reconditioned 4
by the Company and commenced drilling operations in January 2002. Also in January 2002, WSDC was -
incorporated. In exchange for 100% of WSDC’s-outstanding common stock, the Company transferred
the rig and all related eqmpment to WSDC. WSDC provides contract oil and gas drilling services to the
Company and othet operators in the \X/xlhston Basm area of North Dakota -

Recla551ﬁcauons ‘
Certain accounts in the pnor-year ﬁnancml statements have beén reclassﬂied for comparauve purposes
" to conform with the presentation in the current-year f ﬁnanc1al statements.

Use of Esnmates : :

The preparation of ﬁnanaal statements in conforrmty Wlth generaﬂy accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the repomng period. Actual results could differ
from those estimates. Significant estimates used in' preparing these financial statements includé the
unaudited quantity of oil and gas reserves which directly affects the computation of depletion of oil and
gas propertes. Itis at least reasonably p0551b1e that the esnmates used will change w1'rhm the next year.

Cash Eqmvalents : :
For purposes of the statements of cash ﬂows the Company cons1ders all hlghly hqmd debt instruments

purchased with an original matunty of three months or less to be cash equivalents. -“The Company
penodlcally maintains cash balances in financial institutions in excess of FDIC limits. The Company
evaluates the credit worthmess of these ﬁnanc1al mstltuuons in deterrmnmg the risk assoc1ated \mth these
dep051ts ' ‘ B

.- Inventories - ‘ :
‘Inventories arte stated at the lower of cost (ﬁrst in, ﬁrst—out method) or market The cost of crude oil
mventory is compused of lease operating expense and depreciation, depletion and amoftization. The
cost of leonardite inventories is comprised of direct mining and processmg costs including labor costs,
plant-operating costs, addmves and supphes and deprec1at10n
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GEORESOURCES, INC., AND SUBSIDIARIES
" NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

A. SIGNIFICANT ACCOUNTING POLICIES (Continued):

01l and Gas Propertle ‘
The Company utilizes the full cost ‘method of accountmg for oil and gas propertles Accordmgly, all

~ costs associated with the acquisition, exploration and development of oil and gas reserves (including
costs of abandoned leaseholds, delay lease rentals, dry hole costs, geological and geophy51cal costs, -

" certain internal costs . assoc1ated directly with acquisition, drilling and well equipment inventory,
exploration - and development activities, estimated dismantement and ‘abandonment costs, site
restorauOn and envn:onmental exit costs, etc) are capltahzed

A]l capltahzed costs of 011 and gas propemes net of estimated salvage values, plus the esttmated future
costs to develop proved reserves, are amortized on the unit-of-production method using estimates of
proved resetves. Investments in unproved properties and major development projects are not amortized
until proved resetves associated with the projects can be determined or until impaitment occurs. If the
results of'an assessment indicate that the properties are impaired, the amount of the impairment is added

- to_the cdpitalized -costs to be amortized. The Company's oil and gas depreciation, depletion and
-amortization rate per eqmvalent barrel of oil produced was $4.12, $3.76, and $4.07 for 2003, 2002, and
2001 respecmfely

In addiu'dn, the capitalized costs are subject to a “ceiling test” which basically limits such costs to the
aggregate’ of the “estimated present value,” discounted at a 10-percent‘ interest rate, of future net
revenues from proved reserves, based on current economic and operating conditions, plus the lower of
cost or fair matket value of unproved properties. As a result of thlS ceiling test, the Company had no
write- downs of its oil and gas properues during 2003, 2002 or 2001.

Gains or losses are not recogmzed upon the sale or other dlsposmon of oil and gas properties, except in
extraordmary transacuons : :

The Company leases non-producing acreage for its exploration and development activities. The cost of
these leases plus accumulated delay rentals is recorded at the lower of cost ot fair market value. It is
expected that evaluation of these leases will occur primarily over the next three years. At December 31,
2003, the costs of these unevaluated, undeveloped oil and gas properties, which are not bemg amortized,
were acqu.lred dunng the followmg years

2003 - 351763

2002 o 47,758
2000 96669
2000 S | 34,780
1999 and prior S : 49,595

Towl  § 280,565
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GEORESOURCES INC,, AND SUBSIDIARIES
' NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

A. SIGNIFICANT ACCOUNTING POLICIES (Contmued)

In june 2001, the Financial Accounung Standards Board (“FASB’) lssued SFAS No. 141, “Business
Combmanons which "requires the purchase method of accounting for business- combmanons and
eliminates the poollng—of-interests method. In July 2001, the FASB issued SFAS No. 142, “Goodwill
and Other Intangible Assets,” which discontinues the practice of amortizing goodwill and indefinite lived
intangible assets and initiates an annual review for impairment. Intangible assets with a determinable
useful life will continue to be amortized over that period. The oil and gas industry is currendy discussing
the appropriate balance sheet classification of-oil and gas mineral rights held by lease or contract. The |
Company classifies these assets as 4 component of oil and gas properties in accordance with its
interpretation of SFAS No. 19 and common industry practice. There is also a view that these mineral
‘rights are intangible assets s defined in SFAS 141, “Business Combinations”, and, therefore, should be -
cla551ﬁed on the balance sheet as mtanglble assets apart from ol and gas propemes

Upon adopuon of SFAS 141 the Company did not change its class1ﬁcauon of contractual mineral nghts ‘
The Company believes its current accounting for such mineral rights as part of oil and gas properties is
appropriate under the full cost method of accounting, However, if the accounting for mineral rights
held by lease or contract is ultimately changed so that costs-associated with mineral rights not held under
fee title are reqmred to be classified as long term mtanglble assets pursuant to the guxdehnes of SFAS

141, then the reclassified amount as of December 31, 2003, would be $280,565. Management does not
beheve that the ‘ultimate outcome of this issue will have a 51gmﬁcant meact on the Companys cash
flows, results of operauons or financial condmon

Other Propeg and Egulpment

Other property; plant and equipment-is stated at’ cost. Ma]or replacements and improvements are
-, capitalized. Maintenance and repair costs are generally chatged to expense as.incurred. When-assets are
sold, retired, or otherwise disposed of, the cost and related accumulated deprec1at10n are ehmmated from .
4 the accounts and gain or loss is recogmzed - : : '

R .Deprecxaaon of the dnllmg rig and equlpment, after a 20% prov151on for salvage value, is computed on a

composite basis for the total rig investment usmg the units-of- productlon method over an estimated ~

useful life of 1,500 drilling days as of the in-service date or date of major refurbishment. Depreciation of
 the leonardite plant and equipment is computed using the stratght -line method over estimated useful
lives of 3 to 25 years. Depreciation of other property and equlpment is computed pnnc1pally on the
stIalght -line method over the followmg estimated useful lives: '

Office bulding  ~ 20 years

Office furniture and equipment -+ 3.7 years’

Reymert property .+ 15 years -
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GEORESOURCES INC, AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINAN CIAL STATEMENTS

A, SIGNIFICANT ACCOUNTING POLICIES (Continued):

Impalrment of Long-Lived Assets
Potential impairment of long-lived assets (other than oil and gas propemes) is rev1ewed whenever events

or changes in circumstances indicate the carrying amount of the assets may not be tecoverable. -
" Impairment is recognized when the estimated future net cash flows (undiscounted and without interest
~ charges) from the asset are less than the carrying amount of: the asset. No impairment losses have been -
recognized on long-lived assets :

T Asset Retirement Obhgguon '
If a reasonable estimate of the fair value can be made, the Company will record a hablhty for legal

‘obligations associated with the future retirement of, tangible long-lived assets that result from the -
‘ acqm51uon constructlon development and/or normal operatlon of the assets.

The fair value of a liability for an asset retirement obligation is recogrnzed in the penod in which the
* liability is incurred. ‘The fair value is measured using expected future cash outflows (estimated using -
_current prices that are escalated. by an assumed inflation rate) discounted at the Company’s credit-
adjusted risk-free interest rate. The liability is then accreted each period until it is settled or the asset is
sold, at which time the liability is reversed and any gain or loss resulting from the settlement of the
obligation is recorded. The initial fair value of the asset -retirement obligation is capitalized and
subsequently depreciated or amortized as part of the carrying amount of the related asset. .

The Company has recorded assét retirement obligations related to its oil and gas properties. The
Company has also identified other asset retitement obligations that are not recorded because a
reasonable estimate of the fair value cannot be made due to the indetérminate life of the associated
assets. Thete ate no assets legally restricted for the purpose of settling asset retirement obligations.

‘Revenue Recognition -

~ Revenue from the sale of oil and gas productlon net of royalties, is recogmzed when deliveries occur.
Revenue from the sale of leonardite products is recognized when shipments are made. Drilling revenue
from daywork contracts is recognized as the work progresses. WSDC has not engaged in any footage or
. turnkey drilling contracts.

Operatmg Costs and Expenses
Oil and gas production costs, the cost of leonardite sold, and dnl]mg costs exclude a prov151on for

depreciation and depletion. Depreciation and depletion expense is shown in the aggregate in the
accompanying consohdated statements of operatlons : :

Income Taxes ~

Provisions for income taxes are based on taxes payable ot refundable for the current year and deferred

taxes on temporary differences between the amount of taxable income and pretax financial income and

between the tax bases of assets and liabilities and their reported amounts in the financial statements.
‘Deferred tax assets and liabilities ‘are included in the financial statements at currently enacted income tax

rates applicable to the period in which the deferred tax assets and liabilities are expected to be realized or

settled. A valuation allowance is prowded for deferred tax assets not expected to be realized.
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A SIGNIFICANT ACCOUNTING POLICIES (Continued):

Stock Options -

The Company accounts for stock options under the recognition and, measurement principles of APB:
Opinion No. 25, “Accounting for Stock Issued to Employees”, and related interpretations. The effect
on net income or earnings per.share if the Company had applied the fair value recognition provisions of
FASB Statement ‘No. 123, “Accounting for Stock-Based Compensation”, to stock-based employee
compensation has not been presented as no optors were granted and therefore there is no effect for the -
: years ended December 31, 2003, 2002, and 200t

' Earrnng§ Per Share of Common Stoc
Basic carnings per share is determined using net income d1v1ded by the welghted average shares

outstanding dunng the period. Diluted earnings per share is computed by dividing net income by the
- weighted average shares outstanding, assuming all dilutive potential common shares were issued. The
effect of outstandmg stock opnons was anndﬂunve in 2003 2002,-and: 2001.

Recendy Issued Accountmg Pronouncement -
-In March 2003, the FASB .issued SFAS No 149, “Amendment of Staternent 133, on Derivative

Instruments and Hedging Activitiés”.  SFAS 149 is effective for contracts entered into or modified

after June 30, 2003. This statement amends and clarifies financial accountmg and reporting for

detivative instruments; including certain detivative instruments embedded in other contracts
‘ (collectlvely referred to as derivatives) and for hedging activides under SFAS 133, “Accountmg for

Derivative Instruments and Hedgmg Actlvmes SFAS 149 did not materially effect the financial
~ statements. S : SR o -

- In May 2003 the FASB issued SFAS No. 150, “Accounting fot Certain Financial Instruments with

- Characteristics of Both Liabilities and Equity”. . SFAS: 150 is effective for financial instruments
entered into or modlﬁed after May 31, 2003, and otherwise is effective at the beginning of the first
interim period begmmng after June 15 2003. This statement establishes new standards for how an
issuer classifies and measures certain financial instruments with characteristics of both liabilities and
equity. SFAS 150.requires that an issuer classify a financial instrument that is within the scope of
this statement as a liability because the financial instrument embodies an obligation of the issuer.
This statement applies to certain forms of mandatorily redeemable financial instruments including
certain types of preferred stock, written put options and forward contracts.. SFAS 150 did not
materially effect the ﬁnanc1a1 statements. -
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B. INDUSTRY SEGMENTS:

The Company assesses performance and aﬂocates tesources based upon its products and the nature of
its production processes which consist principally of a) oil and gas exploration,. development and
production, b) the mining and processing of leonardite, and ¢) oil and gas drlling. All operatlons are
-conducted withid the United States. Operations of the drilling segment commenced in January
2002. Accordingly, there are no amounts in the prior periods for this segment. Sales and other
‘matetial transactions between the segments have been eliminated. Certain corporate costs, assets and
capital expenditures that are considered to' benefit the entite ofganization are not allocated to the
Company’s. operating segments. Interest income, interest expense and income taxes aré also not
allocated to operating segments. There are no significant accounting differences between internal
_segment reporting and consolidated external reporting. Presented below is information concemmg the

Company s operatrng segments for the years ended December 31, 2003, 2002 and 2001

2003 2002 2001
Revenue: -
Oil and gas $ 3,614,592 - § 2,980,228 $ 3,064,135
Leonardite 822,219 726,920 . 1,152,267 - -
Drilling 406,141 280,538 -
» © $ 4,842,952 ~ $ 3,987,686 $ 4,216,402
- Operating income (Joss): R : ’ o
_Oil and gas $ 1,262,129 '$ 826,088 ~ $ 589,582
Leonardité - (150,146) - (122,669) (44, 276)
Drilling (22,861) 6,054
. General corporate (549,839) (547,342 (464, 31 7)
_ ' $ 539,283 $ 162,131 $ 80,989
. Depreciation and depletion: - , a
Oil and gas ' § 566,084 $ 535,091 $ 618,394
Leonardite 99,478 - 103,780 104,562
Drilling 59,133 36,755 C-
- General corporate 35212 21,231 21,786
. S $ 759,907 $ 696,857 § 744,742
- Identfiable assets, net: . - : '
Oil and gas - $ 8,576,643 $ 6,176,486 $ 5,539,560
Leonardite 848,705 860,868 ¢ 976,107 -
Drilling 1,362,538 . -1,150,093 968,064
General corporate .79 387 ‘ 860,753 717,988
‘ ‘ $ 11 ,584. 273‘ $ 9,048,200 $ 8,201,719
Capital expenditures incurred:
Oil and gas ' ' $ 1,379,720 $ 1,054,608 $ 1,066,050
Leonardite 16,668 17,596 2,500
Drilling 199,388 109,487 968,064
* General corporate 2,166 689 23317
$ 1,182,380 - $ 2,059,931

$ 1497942
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C. TRADE RECEIVABLES AND MAJOR CUSTOMERS:

Trade receivables at December 31, 2003 gnd‘20027‘are comprised of the following:

2003 | 2002
Oiland gas puichasers . § 504813 . $ 443824
Oil and gasjoint interest owners - °© . - . . 69,555 96,997
Leonardite customers . ST e 246726 - - 189,115
Dnlhng custorners o © - 0275000 . 102,939
B | 1,096,094 . 832875
Less allowance for - ' L B C
doubtful accounts S . (11,416) (11,416)
3 1,084,678 $’821 459

The Company is' sub)ect to credit risk associated \Vlth the purchasers of its produced oil and gas

products, leonardite products and- dsilling’ services. ‘Exposure to this credit risk is controlled through

credit approvals and monitoring procedures Collateral is not required. Receivables from joint interest
. owners are sub]ect to collection under operating agreements that generally prov1de lien nghts

» The Company pnmanly sells crude oil. The Company’s producnon of crude oil is concentrated in the

* Williston Basin of North Dakota, which is a mature basin. In addition, 33% and 11% of the Company’s

2003 oil and gas production was from thie Wayne Field and Leonard Field, fespectively. Due to the
significance of these ﬁelds dlsrupuons could adversely affect the Company.

The Company had major customers that purcha’sed oil and gas produc’ts as’ folloWS:

Customer
| | A B
Percent of total revenue for the years ended— - B ‘
- December 31,2003 - =~ - - o 28% o 36%
December 31, 2002 , S . 38% 29%
December 31, 2001 o ST - 52% R
_Percent of total accounts receivable as of— v S ‘
~ December 31, 2003 B S 20% S 26%
December 31,2002 o s 24% o 30%
* Not a major customer. ’ S

Management believes that other purchasers Would buy the Company s oil and gas if any of its customers
were lost - : :
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- D. INVENTORIES: -

As of December 31,“200_3 and 2002, inventories by major classes are comprised of the following:

B 2003 | 2002
~ Crude oil L $ 60,416 - § 53,056
Leonardite inventories: o ' :
Finished products ‘ S e T72.220 ‘ 79,122
Raw materials . . 34,160 38,860
Materials and supplies . 66,510 ° 36,960
Total leonardite inventories 172,890 154942

$ 233,306 $ 207,998

E. LONG-TERM DEB'T-

Long-term debt at December 31, 2003 and 2002 consists of the following. The oil and gas loan and the
_ revolvmg line of credit (RLOC) are with the same bank.

2003 2002
The 1997 Oil & Gas Loan, prime plus .75%, o
col]aterahzed by oil and gas properties e $ 260,228
Thé 2001 Oil & Gas RLOC, converted to a loan
January 5, 2004, interest at'prime (4.0% rate at
. December 31, 2003), due in monthly installments
of $43,229 plus interest through January 2008, . ~ .
collateralized by oil and gas properties ' 2,075,000 1,775,000
Installment note payable, 9.5%, due in monthly. - ' A
installments of $320 including interest‘through R
January 2005, collateralized by a vehicle - . ' 3936 : 7,260
Total long-term debt | o ~ 2,078936 2,042,488
Less current miaturities ' o ' - (479,457) (132,260)
Long-term-debt, less currentmaturities $ 1,599.479 $ 1910228

Subs'equent to year-end, verbal agreement was reached between the Company and its bank, whereby the
bank will establish a new.$3,000,000 RLOC with interest only payable monthly at the bank’s prime rate.
The RLOC will expire March 5, 2007, and require repayment of the then outstanding balance by March
5, 2011, in monthly payments at the bank’s prime rate. The RLOC will be collateralized by oil and gas
properties and all other terms of this new RLOC will be essentially identical to the Companys prior
RLOC 'that expired ]anuary 2004. It is fully expected that the new RLOC will be executed in the near
future. :
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E. LONG-TERM DEBT (Continued):

Aggregate maturities required on long-term debt at December 31, 2003, are as follows:

Year Endmg December 31
2004 o S $ 479,457
2005 . . 518750
2006 _ 518,750
2007 - . 518750
2008 - o o o 43,229

35 2,078,936

The Companys borrowmg base for debt secured by oil and gas propernes is limited by the net present
. value of future oil and gas production of the properties as determined annually by the bank. .

The Company's oil and gas RLOC/ loan was obtained pursuanf to financing agreements which include

the following covenants: Maintain 2 current ratio of not less than 1.25.to 1 exclusive of current --

maturities of long-term debt; maintain debt to tangible net worth of not mote than 1.5.to 1; not
encumber Certain of its assets; restrict borrowings from, and credit extensions to, other parties; restrict
_ reorganization or mergers in which the Company is not the surviving corporation; and not pay cash
- dividends without the bank’s consent. The Company was not in ‘compliance with the current ratio
requirement at December-31, 2003. R T '

F. ASSET RETIREMENT OBLIGATIONS-

" Effective January 1, 2003, the Company adopted SFAS 143, “Accounnng for Asset Retirement
Obligations” which requires that the fair value of a liability: for an asset retirement obligation associated
with a tangible long-lived.asset be recognized in the'period in which it is incurred if a reasonable estimate
of the fair value can be made. The asset retirement obligations recorded by the Company relate to the
future pluggmg and’ abandonment costs of its oil and gas wells

A habxhty is incurred ini the penod in Wthh an oil or gas well is acqmred or drilled. The fair value of the
liability is estimated based on historical experience in plugging and abandoning wells, federal and state
regulatory requirements, estimated useful lives of wells based on engineering studies, estimates of the
cost to plug and abandon wells in the future, and the Company’s credit-adjusted risk-free interest rate.
Revisions of the liability occur due to ¢hanges of those factors. Each period the liability is accreted to its
future estimated value until the liability is settled. Settlement of the liability occurs when a well is sold or
plugged and abandoned. Accretion expense. is mcluded in oil and gas production expense on the
Company’s consolidated statements of operations.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -

ASSET RETIREMENT OBLIGATIONS (Continued):

* Pror to édoption of SFAS No. 143, the Company assumed that the salvage value of oil and gas well
" equipment equaled the plugging and abandonment costs. Therefore, no liabiliies for retirement

obligations were recorded. The initial adoption of SFAS No. 143 on January 1, 2003, resulted in a one-
time non-cash after-tax charge to operations of $23,000 recorded as the cumulative effect of a change in
accounting principle. The adoption also resulted in an increase to oil and gas properties being amortized

~of $1,562,000, a discounted liability for asset retirement obligations of $1,589,000, and a decrease of

deferred income tax liabilities of $4,000. There was no 1mpact on the Company s cash flows as a result

of adoptmg SFAS No. 143.

Changes in asset retirement obligations for the year ended December 31, 2003 were as follows:

Beginning of year ’ | $ -
Carrying amount at adoption : 1,589,000
Liabilities incurred : : 25,000
Revisions to estimate , 45,000

*Accretion expense , " 76,200
Liabilities settled . . -
"End of year _ : o $ 1,735,200

Pro forma net income for the years ended Decernber 31, 2003 2002, and 2001, assuming retroactive
apphcauon of SFAS No. 143 is as follows:

2003 2002 2001

Net income ‘ § 469,563 $ 46899 § 14718
Net income per share, ‘ '
- basicand diluted $ .13 $ .01 - Cf -

50




GEORESOURCES INC., AND SUBSIDIARIES
'NOTES TO CONSOLIDATED FINAN CIAL STATEMENTS

G. INCOME TAXES? '

The tax effects of significant temporary drfferences and carryforwards. Wthh give fise to the Company s

deferred tax assets and habﬂmes at December 31, 2003 and 2002 are as fo]lows

S : ' 2003 ‘ 2002
Deferred Tax Assets; - o ‘ L S o
Net operating loss carryforward - 0§ 361,000 $ 179,000
Statutory depletion’ carryforward o - 1,678,000 . 1,621,000 -
. Other . UL 64,000 ' 66,000
L - . : ' 2,103,000 - 1,866,000
Valuation Allowance: ~ - I S :
Beginning of year - . .. - -7 (9180000 (821,000)
" (Increase) decrease o T . (11,000). (97,000)
End ofyear LT (929,000) ' (918,000)
*-Deferred Tax Lrablhtles
Property, plant and . « : o , , :
equlpment SRR CoT T (1,580,000 T (1,343,000)
Net Deferred Tax Llabﬂrty, long—term ' . $ _(406 000) $ (395 OOO)

The components of income tax expense for the years ended December 31 2003, 2002 and 2001 are as
follows: - o

2003 . 2002 - 2001

Currenttaxbenefit - $2452  $ 45288 " § 23,000

Deferred tax benefit (expense) - © 0 (4000) . 46,000 : 85,000

~ Increase in deferred tax- ' AT h E S ‘ ‘

“assets valuation allowance - - - (11,000) - .. (97,000) (145,000) .
Incometax(expense) T 3(12"548') -85, 712) ' 3-(37 000)

During 2002 and 2001, the Company recorded deferred tax benefits that resulted prrmanly from net
operating losses generated for which there are no currently refundable’federal taxes. During 2003,
the Company recorded defetred tax expense of only $4,000 since the benefit of the net operating
loss and deplétion. carryforwards generated was offset by property, plant and equipment timing

: chfferences The Company increased the deferred tax asset valuation allowance in each year based
upon the projection of utilizing less statutory depletion carryforwards in the future.
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'G. INCOME TAXES (Continued):

A recelvable for state income taxes of $50, 192 was recorded at’ December 31, 2002, for the carryback»
of 2002 and 2001 state net operatmg losses. :

- The provision for income taxes does not bear a normal relatlonsl'up to pre-tax earnings. A reconciliation
of the U:S. federal income tax rate with the actual effective rate for the years ended December 31, 2003,
2002 and 2001 is as follows: '

2003 2002 © 2001
Income tax expense at statutory rate | 35% - : 35% | 35%
Change in deferred tax assets and liabilities (32) " (128) - (167)
Change in valuation allovvance .2 100 184
Other - - o ' ) . [O) ©)]
3% % 4%

For income tax purposes, the Company has a statutory depletion carryover of approxnnately
$5,890,000 that, subject to certain limitations, may be utilized to reduce future taxable income. This
carryforward does not expire.. The Company also has a federal net operating loss carryforward of
approxlmately $1,310,000, which if not uuhzed will begm to explre in 2021.
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H. STOCK 'OPTION‘AND PROFIT-SHARING PLANS: -

. Stock Option Plan - ‘ R, ,
In 1993, the Company adopted the 1993 IncermVe Stock Opuon Plan whereby 300,000 shares of the-

Company s common stock were reserved for options that could be granted pursuant to the terms of the.
plan. Under the terms of the plan, the option price ‘could not be less than 100% of the fair market value -
of the Company's common stock on the date of grant, and if the optionee owned more than 10% of the

voting stock, the option pnce pet share could not be less than 110% of the fair market value. ‘The plan
expired February 17, 2003. .

Information with ,respect to the stock option.plan’s activity is as follows:

- . Shares
. Shares - c Subject to
- Available - "~~~ Outstanding
S U - for Options R - Options
December 31, 2000 S . 98000 - ‘ 178,000
»'Grmted , SRR . o :-.. 3 B
j " Exetcised I l o 3 e S - o -
December 31,2001 - e o 98000 178000
L Granted A 7 : N o : __ -
Cancelled - . oo Bs00 . (2500)
Exercised L " B T , o -
December3,2002 - - . 100500 - . . 17550
Grantéd_ | ' : ‘ | o ‘ o - _. . _ -
 Cancelled S . (100,500) - - .
Exerased ' o - L h - Coo- a o -
December 31, 2003 Lo T 178500

Information with respect to the options outétandiﬁg -aﬁd-exercisable at December 31, 2003, is as follows: ‘

. .N'unibef Qf shares ) Exercise Price Expiration Date
87500 L2371 . May 2007

88000 . 231 " December 2007

. 175,500 . ‘ ‘ ' Co ' i '

The average exercise price 'is $2_.34'for opdons’oufétandiﬁg, and exercisable at December 31, 2003.
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H. STOCK \OPTION AND PROFIT-SHARING PLANS (Continued):

- Proﬁt-sharmg Plan
" The Company has a 401(k) proﬁt shanng plan ‘that covers all employees with one year of service who

elect to enter the plan. Effective July 1, 1997, the Company amended the plan to provide for employee

contributions. Employees may elect to contribute amounts subject to IRS and plan limitations: The

~ Company contributes an amount equal to each employee’s contribution up to a maximum of 5% of the

employee’s compensation. The Company may also make additional dlscretlonary contributions to the

- plan. The Company’s total contributions to the plan, matching and discretionary, for the years ended
‘December 31, 2003, 2002 and 2001 were $49,593 , $26,019 and $24,614, respectively.

1. CONTINGENCIES:

The Company is a defendant in a bankruptcy case with respect to a preference claim brought on
November 8, 2002, in the United States Bankruptcy Court, Southern District of Texas, Houston
Division (adversary proceeding number-02-03827, In Re: Ramba, Inc., Lowell T. Cage, Trustee v.
GeoResources, Inc.) The bankruptcy trustee of a former leonardite customet, Ambar, Inc. (n/k/a
Ramba, Inc.) has sued the Company for approxunately $139,000 in an amended preference claim in
Bankruptcy Court. . The defense has been vigorous; and the District Court is presently considering the
Company s Motion for Summary Judgment. If the Motion is granted, little exposure to the claim will
‘remain. As of December 31, 2003 and 2002, the Company has recorded a reserve of $50,000 with
respect to this matter. :

All of the Company's operations are generally subject to federal, state or local environmental regulations.
The Company's oil and gas business segment is affected particularly by those environmental regulations
concerned with the disposal of produced oilfield brines and other wastes. The Company's leonardite
mining and processing segment is subject to numercus state and federal environmental regulations,

partlcularly those concerned with air quality at the-Company's processing plant, and surface mining
permit and reclamation regulauons The amount of future- envuonmental compliance costs cannot be
determined at this time. '

J.  OFFICE FACILITIES:
In 1991, the Company purchased an office building, one-half of which it OCCﬁpies The building is
included in other property and equipment-in the accompanying consohdated balance sheets and consists

of the followmg at December 31, 2003 and 2002:

2003 2002

Building and improvements . $163834 163,834
- Accumulated depreciation. (o410 (96,519)
§ 59,124 - $ 67315
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OFFICE FACILITIES (Continued):

The Company leases the remainder of the building to unaffiliated businesses under cancelable lease
agreements. During 2003, 2002 and. 2001, the Company received $19,800, $19,050, and $20,675,
respectively, in rental income from the building that is mcluded in other income in the accompanylng
staternents of operauons : '

FINANCIAL INSTRUMENTS: . -

The carrying amounts reflected in the consolidated balance sheets for cash and equivalents, short-termn
receivables and short-term payables approximate their fair value due to the short marturity of the
instruments, The catrying value of long—term debt approxunates fair value based on the variable nature
. of the interest rates.

RELATED PARTY TRANSACTIONS

At December 31, 2003 and 2002 the Company had made expense advances to its President of $8,627
and %2, 100 respect1vely

Dunng 2003 and 2002 WSDC mcurred rent expense of $3 500 and. $9, SOO respectively, paid to its
President and Vice-President under month-to-month leases for office and shop space. Also during 2002,
- WSDC paid drlling rig repair expense of $1,650 to a company-owned by the Vice President and

- purchased 2 vehicle for $11,686 from a company owned by the President. At December 31,2003 and |

2002, WSDC owed $2,461 and $2,611 respect1vely, to its officers.

. OIL AND GAS PRODUCING ACTIVIT'.[ESAND PROPERTIES

Net capitalized costs related to the Company's oil and gas producmg actxvmes are summanzed as follows

. as of December 31, 2003 2002 and 2001:

2003 2002 2001

" Proved properties C o T8 24711298 § 22,636,316 § 21594355 °
Unproved properties oL 280,565 .. 251,714 - 239,067
Toa - L 24991863 . 22888030 . 21833422
Less accumulated depreciatiob, depletion, | “ . : o ‘
© amortization and impirment  © . (17,043589) . (17,306,505) (16,771,414)

Net capiralized costs . . - - $7948274  §5581525 § 5062,008
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M. QOIL AND GAS PRODUCING ACTIVITIES AND PROPERTIES (Continued):

Costs incurred in ol and- gas’ pfoperty acquisition, exploration and development activities, including
capital expenditures are summarized as follows for the years ended December {31, 2003, 2002 and 2001: .

2003 2002 . 2001

Property acquisition costs: : _

Proved S $ 250674 $ 27,799 $ 31,138
Unproved - . o 32358 38,858 135,148
Exploration costs . I 231,355 . 103,545 82,976

- Development costs " L -~ 1,090,333 884,406 | 816,788
- $ 1,379,720 $ 1,054,608 - § 1,066,050

~ The Company s results of operations from oil and gas producing activities (excluding corporate overhead
and ﬁnancmg costs) are presented below for the years ended December 31, 2003, 2002 and 2001: .

| 2003 . 2002 2001
Oil and gas sales: : $ 3,614,592 $ 2,980,228 $ 3,004,135
Production costs . : (1,786,379) . (1,619,049) (1,856,159)
Depletion, depreciation v 4 ' . ’ '
and amortization | (566,084) (535,001) (618,394)
: ; 1,262,129 . 826,088 589,582
Imputed income tax provision ‘ ' - - . --
$ 1262129  $ 826088 $ 580,582

Estimated Quantities of Proved Qil and Gas Reserves (Unaudited) ‘

The reserve information presented below is based upon reports prepared by the independent petroleum
engineering firm of Broschat Engineering and Management Services. The Company emphasizes that
reserve estimates are inherently imprecise and that estimates of new discoveries are more imprecise than
those of mature producing oil and gas properties. Accordmgly, these estimates are expected to change as
future infortnation becomes available.

Proved oil and gas reserves are the esurnated quantities of crude oil, natural gas and natural gas liquids
which geological and engineering data demonstrate with reasonable certainty to be recoverable in future
years from known reservoirs under economic and operating conditions existing as of the end of each
respective year. The year-end selling price of oil and gas is one of the primary factors affecting the
determination of proved reserve quantities which fluctuate directly with that price. The selling price of
oil was significantly lower at December-31, 2001, than at December 31, 2003 or 2002. .-
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M. OIL AND GAS PRODUCING ACTIVITIES AND PROPERTIES (Conunued)

Esumated Quantmes of ProvedOJl and Gas Reserves (LJnaudlted) (Contmued)

Presented bélow is a summary of the changes in estimated proved reserves of the Companv, all of which
are located in the United States, for the years ended December 31, 2003, 2002 and 2001:

2003 ‘ ; - 2002 o . 200
Oil Gas . - ol “Gas - - Ol Gas.
Gb) - (me) (@b . (meh ®b) (mch

Proved reserves,
beginningof -~ e : ' ‘

vear . 12487000 . - 421,000 - 2,098,000 1350,000- - 2,487,000 545,000
~ Purchases of . o ‘ ' s ‘ S

reserves-in- ‘ P : s ’ - ‘ . .

place S © o~ .o210000 0 - - e
Sales of resetves- = A ' , - - ) :

in-place o T L . BN (1,000) (72,000)
FExtensions and - o - e : s . :
discoveries - :..34000 = - - : - . ~- -
Improved A S L o . _

recovery R - — 36000 . T e o Ce I
Revisions'of k : K C ‘ o -
previous . o . U . R '

estmates 73000 - - (26,000) 372,000 82000 - (2380000 ~ (112,000)

Production 136000) © - (8000) _ (140000) - (11,000) - _ (150,000) _ (11,000)

Provedreserves‘, o o ‘ S o . R
end of year 2458000 387,000 2487000  .421,000 - 2,098,000 350,000

Proved developed oil and gas feserves are those expected to be recovered through emsung wells with
 existing equipment and operating methods Proved developed reserves of the Company are presented
- below as of December 31:

ol - Gas

_ (b IR * (mcf)
2003 . | ) v‘<1,63’6,0_00~ - . 387,00(‘1
2002, N 1,582,006' 421,000
2001 o . ‘j 1;330,000 o : 350,000 °
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' GEORESOURCES, INC., AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

M. OIL AND GAS PRODUCING ACTIVITIES AND PROPERTIES (Continued)

Standardized Measure of Proved Oil and Gas Reserves (Unaudited) ,
Statement of Financial Accounting Standards No. 69 prescribes guidelines for computing a
stanndardized measure -of future net cash flows and changes therein relating to estimated proved
reserves. The Company has followed these guidelines which are briefly discussed below. Future
cash inflows and future production and development costs are determined by applying year-end
selling prices and year-end production and development costs to the estimated quantities of oil and
- gas to be produced. The limitations inherent in the reserve quantity estimation process, as discussed
previously, are equally applicable to the standardized measure computations since these estimates are
the basis for the valuation process. Estimated future income taxes are computed using current
statutory income tax rates including consideration for estimated future statutory depletion, depletion
carryforwards, net operating loss carryforwards, and investment tax credit carryforwards. The
resulting future net cash flows are reduced to present value amounts by applying a 10% annual
discount factor. - A : o :

The assumptions used to compute the standardized measure are those prescribed by the Financial |
Accounting Standards Board and, as such, do not necessarily reflect the Company's expectations of
actual revenues or future net cash flows to be derived from those reserves nor their present worth.

Presented below is the standardized measure of discounted future net cash flows as "of December 31,
- 2003, 2002 and 2001. As shown, the future cash inflows as of December 31, 2001, were significantly
lower than at December 31, 2003 or 2002. This is primarily due to the low oil price in efféct on
December 31, 2001. . - S ‘

2003 o2 2001

- 58

' :‘Future cash inflows $.70,919,000 $ 65,178,000 $ 29,635,000
- Future production costs (28,371,000) (25,792,000) (13,963,000) -
~Future development, - S S S
retitement and salvage (5,267,000) (4,408,000) -(3,958,000)
- Future income tax expense -(9,748,000) (9,457,000) (2,114,000)
Fature net cash flows - 27,533,000 - . 25,521,000 9,600,000
Less effeét of a 10% : - |
discount factor (11,966,000) (11,063,000) - (4,120,000)
Standardized measure of
“discounted future net
cash flows relating to ' o ‘ '
" proved reserves . - $ 15,567,000 $ 14,458,000 $ 5,480,000
. ° ‘ '



~ GEORESOURCES, INC., AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

M. OIL AND GAS PRODUCING ACTIVITIES AND PROPERTIES (Continued):

 Standardized Measure of Proved Oil and Gas Reserv res (Unaudited) ( Cormnued) .
The principal soutces of change in the standardized measure of discounted future net cash ﬂows are as
follows for the years ended December 31, 2003 2002 and 2001:.

Standardized measure, énd of year .

2002

(165,000)

$ 15.567,000

©$ 14458000

. , 2003 ) 2001

Standardized measure, beginning . S . o '

of year $ 14,458,000 $ 5,480,000 $ 15,022,000
Salesof oil and gas produced, net ; ST :

of production. costs o (1,828,0000 . - (1,361,000 - (1,208,000

. Net changes in prices and : - - S

production costs v 1,690,000: 9,621,000 (12,192,000
Purchases of re‘sehres—in-plziee : S 180,000 ' -
Sales of reserves-in-place , - — - (54,000) .

“Extensions, discoveries and other L . :

additions, less related costs. 325,000 . - 1,190,000 . --
Revisions of previous quannt} o . ‘ " : A

estimates and other : 594,000,‘ ' 3,337,000 - (1,240,000
Development costs mcurred durmg - ' ' I .

the year and changes in '

estimated future development : o ‘ : :

costs , 4,000 (235,000) 45,000
Rev1510ns of asset retirement : : o

obligations, net of salvage value - (364,000) | ;o - -
Accretion of discount . 853,000 * 406,000 480,000

~ Net change in income taxes 1(4,160,000) - 4,627,000

$ 5,480,000
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Signatures

Pursuant to the tequirements of Section 13 of the Exchange Act, the Registrant caused this report to be
signed on its behalf by the under51gned thereunto duly authorized.

GEORESOURCES INC (the “Reglstrant”)

'Dated:  March 30, 2004 L s/ LD Vickers
o - o ' J. P. Vickers, President

In accordance with the Exchange Act, this report has been 51gned below by the following persons on
behalf of the Registrant and in the capacities and on the dates indicated.

(Po,wer of Attorney)

Each person whose signature appears below constitutes and appoints J. P. VICKERS and DENNIS
- HOFFELT his true and lawful attorneys-in-fact and agents, each acting alone, with full power of stead, in any
- and all capacities, to sign any or all amendments to this Annual Report on Form 10-KSB and to file the same,
with all exhibits ‘thereto, and other documents in connection therewith, with the Securities and Exchange
Commission, granting unto said attorneys-in-fact and agents, each acting alone, full power and authority to do
and perform each and every act and thing requisite and necessaty to be done in and about the premises, as fully
- to all intents and purposes as he might or could do in each actmg alone, or his substltute or substitutes, may
lawfully do or cause to be done bv virtue thereof.

 Signatures ~ - | __Title - - Date
/s/].P. Vickers _ ‘ - “  President (principal executive ‘ - 13/30 04
J. P. Vickers : DR officer and principal financial

officer) and Director

/s/ Cathy Kruse - - . Secretary’ A 30/0
Cathy Kruse _ - "and Director : : ' '

/s/ Dennis Hoffelt - "~ Director
Dennis Hoffelt : :

-~ s e s
%) CSN (OO ‘
> = )

() = > .
=~ g = =

/s/ Paul A, Krile, - _ Director
Paul A. Krile ' ‘
/s/ Nick Voller ' Director
Nick Voller : ‘
/s/ Duane Ashley . . Ditector 3/30/04
Duane Ashley ' '
60




OFFICERS & DIRECTORS

J.P Vickers
Director & President
Williston, North Dakota

Jeffrey B. Jennings
VP Land & Finance
Williston, North Dakota

Cathy Kruse
Director & Secretary
Williston, North Dakota

Connie R. Hval
Treasurer
Williston, North Dakota

H. Dennis Hoffelt
Director, Audit Committee
Williston, North Dakota

Paut A. Krile

Director, Audit Committee
President & Owner
Ranco Fertiservice

Sioux Rapids, lowa

Nick Voller

Director, Audit Committee
Certified Public Accountant
Williston, North Dakota

Duane Ashley

Director

Senior Salesman
Weatherford Enterra, Inc.
Williston, North Dakota

LEGAL COUNSEL

Jones & Keller
Denver, Colorado

AUDITORS

Richey, May & Co., LLP
Englewood, Colorado

FORWARD LOOKING INFORMATION

CORPORATE OFFICE

1407 West Dakota Parkway, Suite 1-B
PQ. Box 1505

Williston, North Dakota 58802-1505
Phone (701) 572-2020

Fax (701) 572-0277

E-mail ir@geoi.net

www.geoi.net

TRANSFER AGENT

For information regarding change of address or other information regarding
your stockholder account, please contact our transfer agent directly:

Wells Fargo Bank, N.A.

Shareowner Services

PO. Box 64854

St. Paul, Minnesota 55164-0854

1-800-468-9716

www.wellsfargo.com/com/shareowner_services

STOCK TRADED

Qur Common Stock trades on the Nasdag Smal!Cap Market tier
of the Nasdaq Stock Market under the symbol GEO!,

SECURITY MARKET MAKERS

The following investment securities firms made a market in our Common
Stock during 2003:

Archipelago, L.L.C., Chicago, IL
Cincinnati Stock Exchange, Cincinnati, OH
Goldman Sachs & Co., New York, NY
Knight Securities L.P, New York, NY
Morgan, Keegan, Inc., Birmingham, AL
National Stock Exchange, Cincinnati, OH
Schwab Capital Markets, Jersey City, NJ
The Brut ECN, LLC, Ridgefield, NJ

information herein contains forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995, which can be identified
by words such as “may,” “expect,” “anticipate,” “estimate,” or “continue,” or comparable words. In addition, all statements other than statements of
historical facts that address activities that the Company expects or anticipates will or may occur in the future are forward-looking statements. Readers

are encouraged to read the SEC reports of the Company, particularly its Form 10-KSB for the Fiscal Year Ended December 31, 2003, for meaningful

cautionary language disclosure.







